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OUR BUDGETARY SYSTEM 


Brigadier General F. W. Browne, USA, (Ret.) 


A 


r: Brig. Gen. F. W. Browne was originally commissioned in the 


Army in 1918 and for practically twenty-five years was engaged in budgetary work 
in the War Department. Gen. Browne is a graduate of the Command and General 
Staff School, Fort Levenworth (1925). He is the holder of LLB and LLM degrees 


from George Washington University. 


One of the essential prerequisites of a stable 
government is a sound financial system. It must 
have a budget conducted with an austere sense 
of fiscal propriety. Without this the government 
will sooner or later expire. Herein lies one of 
the real dangers to a democracy. 

From the earliest times men have resisted 
control by overlords. That their overlords were 
sometimes more capable of governing did not 
abate their rebellious attitude, whether dormant 
or active. King Cyrus of Persia was perhaps 
the first imperial ruler to realize that a subject 
people might have developed some laws better 
adapted to its peculiar situation than would be 
imposed on them by a stranger, however power- 
ful. Cyrus and his successors ruled his very 
extensive domains through satraps, each satrapy 
being allowed a certain degree of self-govern- 
ment. 

As history moved swiftly on Alexander the 
Great moved swiftly into the East, subjugating 
Persia, Egypt, etc. His early death left four 
independent governments, each under a succes- 
sor trained by him, but in each certain govern- 
ing principles controlled, adapted to its peculiar 
problems. 

In the stately progress of world history the 
Alexandrian domains were absorbed by the 
Roman republic, and consolidated with its other 
possessions to the north and west. Julius 
Caesar traversed Gaul and entered Britain where 
he conquered the ancient Britons, whom he left 
in control. 

Rome appeared to be rightly named ‘‘The 
Eternal City.’’ Her legions had no match in the 
known world. She allowed each of her tributaries 
to pursue its own beliefs and customs, provided 
only that it paid annually the tribute prescribed 
by her. This seemed to be a wonderful scheme. 
It relieved the central Roman government of 
many vexing details of local administration and 
permitted the subject peoples to govern them- 
selves, substantially without interference from 
above, so long as they stayed in line. But un- 
fortunately, in mundane affairs nothing is static. 
Ease of life tones downthe energies of the ruling 
class, and even of the citizenry of the ruling 
city. Rome fell, and there followed the Dark 
Ages, during which the Britons were overthrown 
by the Saxons and Danes, and eventually by the 
Normans. There followed in due course the dis- 
covery and gradual settlement of the two Ameri- 


can continents. Three centuries after the dis- 
covery of America there was a fringe of colonists 
along the Atlantic Coast from Maine toGeorgia, 
comprising mainly refugees from religious per- _ 
secutions and governmental oppressions in wes- 
tern Europe -- a collection of settlements in- 
dividually independent and collectively inter- 
dependent, under threatening pressures on all 
sides. During the first half of the Nineteenth 
Century the area of the country was more than 
doubled by the purchase of Louisiana and Florida, 
the annexation of Texas, the purchase from Mex- 
ico of land inthe southwest, including California, 
and the settlement with Great Britain of our 
northwest boundary,. leading to the inclusion in 
the United States of the present states of Oregon 
and Washington. 

All of these territorial extensions, together 
with the great increase in our manufacturing 
Capacity to meet the demands of the Civil War, 
left us at that period with a tremendous expan- 
sion potential. Our great territorial expansion 
provided us with millions of acres of public 
lands which were placed at the disposal of in- 
dividuals for settlement while other millions of 
acres were turned over to the transcontinental 
railroads as an inducement to extend their lines 
into undevelopedterritory. Moreover, solicitude 
for our growing industries led to high tariffs, 
which produced an overflowing treasury and 
produced ample funds generally. 

The national debt after the Civil War had 
reached a total of about 4 billion dollars. The 
Spanish-American War presented no financial 
problem, and the National Debt by 1914 had been 
reduced to about one billion dollars. In other 
words, up to that time the national debt was not 
a disquieting problem, and the fiscal processes 
of our Government proeeeded on their usual 
placid course. 

A new member of Congress would find ap- 
propriations carried in various acts without very 
much regard to the agencies administering 
them. For instance, the following represents 
fairly weil the allocation to acts of the various 
funds for the War Department: 

1. Legislative, Executive, and Judicial Act. -- 
All salaries of departmental civilian per- 
sonnel; departmental supplies and all print- 
ing and binding. 

2. Army Act. -- Expenditures for routine sup- 
port of the Army. 


| 


3. Sundry Civil Act. -- Funds to meet contract 
authorizations: 
(1) For construction at army posts. 
(2) For river and harbor improvements 

specially authorized. 

4. Fortification Act. -- All expenses pertaining 
to seacoast defenses. 

5. River and Harbor Act. -- All routine appro- 
priations for rivers and harbors. 

6. Deficiency Acts. (Two or three such acts 
each year.) 


House Committees to which assigned: 
Appropriations Committee: Nos. 1,3,4,and 6. 
Military Affairs Committee: No. 2. 

Rivers and Harbors Committee: No. 5. 


Section VII, Article 1, of the Constitution, 
provides that ‘‘All Bills for raising Revenue shall 
originate in the House of Representatives; but the 
Senate may propose or concur with Amendments 
as on other Bills.’’ This was evidently included 
by the framers of the Constitution in memory of 
the long-standing controversy between the Com- 
mons and the Royalist party in England in the 
17th Century over the raising of ‘‘ship money’’ 
and other taxes. Indeed, Alexander Hamilton, 
in No. 58 of the Federalist Papers, dated Feb- 
ruary 20, 1788, refers to ‘‘the equal authority 
which will subsist between the two Houses onall 
legislative subjects, except the originating of 
money bills.’’ Though not explicitly required, 
the general rule was followed that appropriation 
bills be initially prepared in the House of Rep- 
resentatives. 

Moreover, it appears that the President, 
(before the enactment of the Budget and Account- 
ing Act of June 10, 1921) lefttohis subordinates 
the task of securing from Congress the appro- 
priations required for their activities; and that 
Congress expected him to abstain from dealing 
with the details of appropriation acts. The head 
of each Department transmitted the estimates 
prepared by its various bureaus to the Depart- 
ment of the Treasury, where all estimates were 
arranged to accord with the established form, 
and thus transmitted direct to Congress. 

To one familiar with the present budgets, 
the mass of details contained therein, and the 
billions appropriated, it might be assumed that 
the various appropriation bills would have been 
less efficiently prepared than now. But toa de- 
partmental representative appearing before a 
Congressional committee there was generally 
revealed a surprising zeal and industry in in- 
vestigating the reasonableness and necessity of 
the appropriations asked. The spirit of the Con- 
gressional committees and agencies of that day 
evidenced a conscientious realization of the 
responsibility resting upon them. 

From the above it is evident that the Con- 
gress took a radical step in placing squarely 
upon the President the responsibility for the 
preparation of the Budget. It is apparent that 


this was a logical step. The Executive owes a 
duty primarily to the State, not to those who 
have elected him, and in nothing more than 
problems of finance is it so important that the 
interests of the State as a whole rather than of 
a certain class of its inhabitants govern the de- 
cisions of the Executive. On the other hand the 
legislative representatives have a natural feeling 
of loyalty to their constituents and the interests 
of the constituencies from which they were 
elected, which in matters of funds will generally 
override other considerations. 

Walter Lippmann stated as follows in his 
work, ‘“The Public Philosophy,’’ published in 
1955: 

“It is significant, 1 think, certainly it is 
at least suggestive, that while nearly all the 
Western governments have been in deep 
trouble since the First World War, the con- 
stitutional monarchies of Scandinavia, the 
Low Countries and the United Kingdom have 
shown greater capacity to endure, to pre- 
serve order with freedom, than the repub- 
lics of France, Germany, Spain and Italy. 
In some measure that may be because in a 
republic the governing power, being wholly 
secularized, loses much of its prestige; it 
is stripped, if one prefers, of all the illu- 
sions of intrinsic majesty.’’ 


It might be noted that, perhaps since the words 
above quoted were written, West Germany’s re- 
markable commercial development and France’s 
promised financial regeneration are duetotheir 
exceptionally strong present chiefs of state. 

After the collapse of the Napoleonic Empire 
(and with the exception of the United States 
Civil War) the Western World enjoyed prac- 
tically a century without a major war. In the 
Western world the belief grew in many quarters 
that man had at last devised a manner of life 
which was proof against the catastrophic wars of 
previous ages. At this juncture, in August, 
1914, the First World War broke out, and the 
United States entered the war in April, 1917, 
active hostilities being terminated by the Armis- 
tice of November 11, 1918. The entry of the 
United States had definitely turned the tide of 
victory in favor of the Western Powers. 

At the end of the war our allies, as well as 
the axis powers, were indebted to us in large 
amounts. Notwithstanding this, our national debt 
in 1919 was $25 billion, which was reduced by 
1930 to 16 billion. During the dark days of the 
thirties the United States shared with Western 
Europe in the serious depression of that decade. 
At this time our administration frankly embarked 
on a program of deficit financing, so that by 
1941 the debt had risen to $49 billion. 

This debt was increased to $258 billion by 
1945 -- a measure of the tremendous efforts 
necessitated by participation in the Second World 
War; and our present debt is somewhat greater 
than that figure. 


| 
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One of the most unfortunate features of our 
political and economic. life is the fluctuation in 
Our monetary values. At present we are suffer- 
ing from inflation. In the early twenties and 
again in the early thirties, we suffered no less 
from deflations, when large numbers of farmers 
and small business men were bankrupted by 
deflationary reductions in values of land and 
commodities upon which they had borrowed 
money. Both of these periods of depreciation 
were followed by periods of violent inflation 
during which those dependent on fixed incomes 
suffered unjustly but grievously. 

Here is a situation demanding the united 
efforts of the executive, the legislature, and, 


lastly, the general public, comprising, as it does 
(1) the vast mass of our citizenry (who vote and 
buy for family needs), (2) the heads of our great 
industries (whose responsibility in the setting 
of prices is and always as been obvious) and 
(3) the heads of our labor unions (who, under our 
collective-bargaining legislation have greatly 
increased power in the fixing of labor costs). 

Here may develop an especially crucial test 
of the patriotic spirit of the leaders and the 
masses of our people. It is hopedthat in press- 
ing the claims of those they immediately repre- 
sent they will temper their zeal with a regard 
for the dangerous effects to the whole economy 
of an excessive inflation. 


Mr. Kenneth E. Dunlap, National Editor 
THE ARMED FORCES COMPTROLLER 
516 N. Oxford Street 


Arlington 3, Virginia 
Dear Sir: 


A pamphlet, ‘‘Rubrics for Financial Management’’, has come to my attention. I notice it 
comprises reprints from THE ARMED FORCES COMPTROLLER. What you have published, in my 
opinion, represents a major breakthrough in the log jam of accounting, budgeting, and stock and 
procurement and fund control - in short, in the financial management of the Federal Government. I 
speak with such boldness from a knowledgeable understanding of financial control procedures based 


on many years of experience in top level Federal employment. I speak out freely since | am now 
retired and can be candid in what I have to say. 


The ‘‘wedding’’ of data processing and accounting (page 34) has never been effected as an 
organic union. It should be. Until it is, integrated data processing is a thing to talk about not a fact 
to point at. With this union, and with ingenuity in document coding, the rubric system will take care 
of two important situations, (1) retrieval of documents, and (2) simultaneous processing. Document 
identification will pervade the processing system. 


As I see it, distributions made under the ‘‘wedded status’’, rubrical situation will identify 
documents. The number will rest in all subroutines. Under the formula, i.e. basic listing of docu- 
ments equals the distribution of such documents (page 36), all distributions will be reconciled and 
balanced automatically by the machine. The document files can be located, for example, in St. Louis, 
Missouri. You are in Washington. You have a fact question. Through the retrieval system, St. Louis 
can find the document. Then, within minutes by video transmission, you can have a picture of the 
document in front of you on your television set in your own office or conference room. 


I think management people in the Department of Defense and policy people on the Hill will in 
time be equipped with these electronic arrangements. These things - economy and program control - 
go together under one roof. The Author has called this ‘‘roof’’ his Budget/Cost or Rubric System of 


Financial Control. If you control the Program you do the program with economy of effort and of 
resources, Do one and you get both! 


Sincerely yours, 


- Charles F. Kemmell 
Anaheim, Calif. 


Notice 


Plan now to attend the Fourth National Convention to be held 7 
October 1960 in Room 5A-1070 of the Pentagon, Washington, D.C. 
Hotel Twenty-Four Hundred, 2400 16th Street N.W., Washington, 


D.C. has granted special rates and is receiving reservations at 
Co 5-7200. 
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EFFECTIVENESS, EFFICIENCY AND ECONOMY IN MILITARY MANAGEMENT 
Dr. Waino W. Suojanen U.S. Naval Postgraduate School, Monterey, California 


*About the Author: 

Military comptrollers are often criticized 
because of their tendency to hide behind the 
triple abstractions of efficiency, economy and 
effectiveness. Line managers complain, and 
rightly so, that these terms have little, if any, 
operational significance. The comptroller, so 
runs the complaint, often utilizes these ‘‘buzz 
words’’ as a smokescreen or barricade beyond 
which pleading ceases and argument ends. 

The comptroller cannot be too severely 
criticized, however, if those from whom he 
learned also have failed to attach operational 
significance to the triple abstraction. Fre- 
quently, he does not really know what he means 
when he resorts to such ambiguities as ‘‘con- 
sistent with considerations of economy,’’ ‘‘lack 
of effectiveness,’’ ‘‘low efficiency,’’ toname but 
a few. Certainly, many of us have been guilty 
of this occupational myopia which, in many in- 
Stances, tends to inflame and outrage our 
colleagues. 

The net result is a growing resentment 
against comptrollers and against financial man- 
agement in general. 

This antagonism is widespread—one encoun- 
ters it at every level of the military establish- 
ment. Although one can understand why the 
comptroller carelessly bandies the triple ab- 
straction, a few comments on the meanings of 
these terms and the relationships among them 
should do much to bring us back into the good 
graces of our colleagues. This paper is intended 
mainly to open the topic to wider discussion 
and thought. In this connection, the author 
invites comments either directly or through 
this journal in the hope that this cross-fertiliza- 
tion will contribute to the overall improvement 
of the management throughout the military 
organization. The reader should note that our 
definitions of effectiveness, efficiency, and 
economy depart in considerable measure from 
those developed by Barnard in The Functions of 
the Executive. 


Effectiveness: 


Effectiveness, in the military organization, 
may be defined as the contribution made to the 


mission by any given application of resources. 
For instance, although two units or ships may 
be operating under the same table of organiza- 
tion, it is a well-known fact that one may 
contribute a great deal more to the accomplish- 
ment of the mission than the other. It is clear 
that cost data developed by the comptroller may 
show little if any difference between these two 
elements—yet one will show a much higher 
combat capability or operational readiness than 
the other. 

Military effectiveness is partly a composite 
of the stage of training of the unit and partly a 
reflection of the quality of leadership exercised 
by those in command. One way of summing this 
up is to say that the element that makes a 
greater intentional contribution to the mission 
is the more effective. 

The concept of effectiveness applies initially 
at the policy level of the military establishment 
or at even higher echelons. Contribution to the 
overall military effort can only be determined 
at these levels since it is here that existing 
weapons can be related to such facts as national 
policy and advances intechnology. Effectiveness 
decisions made here are later reflected in the 
composition of forces and the kinds of actual 
hardware which will become available to support 
the defense effort. 

Many examples of ineffective resource ap- 
plication can be found in the military estab- 
lishment. Among these are installations and 
activities which are excess to current needs 
but which are kept in operation because of non- 
military considerations. In other instances, 
activities and installations are operated at some 
fraction of total capacity under a ‘‘mobilization 
requirement’’ rationalization. Overseas bases 
quite frequently may grow in a geometrical 
ratio whereas their contribution to combat 
capability is only increasing at an arithmetical 
rate. Advances in technology render a given 
system obsolete after the expenditure of millions 
of dollars with the result that the application 
contributes very little to the overall mission. 

Effectiveness must always emphasize the 
positive or intentional contribution to overall 
goals or objectives. Because of its close re- 
lationship to the basic ends of the organization, 
basic effectiveness decisions should be made at 


*Dr. Suojanen is an Associate Professor of Management at the U. S. Naval Postgraduate School, 
Monterey, California. He is a Quartermaster reserve officer and holds a mobilization designation 
in the Office of the Comptroller of the Army. He has served as a consultant in financial manage- 
ment in the Office of the Assistant Secretary of Defense-Comptroller. 


the top management level. In this connection, 
the question should always be asked if the par- 
ticular application of resources is necessary. 
If the answer is in the negative, the application 
must be swiftly and ruthlessly eliminated. It 
is patently ridiculous, for example, to devote 
time and energy to improving the efficiency of 
an application which is ineffective in the first 
instance. This constitutes nothing more than 
throwing good money after bad—yet this exer- 
cise is being performed thousands of times 
annually at the present time. 


Efficiency: 


The concept of efficiency comes into focus 
only after the criterion of effectiveness has been 
satisfied. In military management, efficienc 
may be defined as that technology which returns 
the greatest useful output for a given useful 
input. Efficiency is closely related to effective- 
ness—it is clear that the higher the efficiency 
ratio, the smaller are the unanticipated or 
unintended results of action and, therefore, the 
greater the effectiveness. 

Efficiency always refers toa given technology 
whereas effectiveness, in the present sense, is 
very closely related to productivity. Perhaps 
the term productivity is misleading—military 
effectiveness is better expressed as the negative 
of production, or ‘‘destructivity.’’ For example, 
the effectiveness of an Atlas is greater than that 
of a howitzer round—yet the efficiency of an 
artillery battalion may be considerably higher 
than that of a missile wing. 

The measurement of efficiency in the mili- 
tary establishment is much more difficult than 
in the commercial world. Where a revenue 
function exists, the condition of success and 
continued survival is satisfied when output is 
at least equal to input or, preferably, greater 
than input. In the military, the stock fund and 
the industrial fund represent approximations of 
the commercial model in that the money value 
of output serves as a standard against which 
input can be compared. 

The outputs of most military resource ap- 
plications are not amenable to monetary meas- 
urement. As a result, the determination of the 
efficiency ratio in the non-fund, non-profit 
military organization becomes an extremely 
difficult exercise. Comparison among elements 
enables the manager to develop measures of 
relative efficiency which are valuable for con- 
trol purpose. For example, the commanding 
officer of a large unit, such as a battle group, 


is in a position to develop measures of relative | 


efficiency which he can use for comparative 
purposes. 
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Measures of relative efficiency developed 
within the military organization are very seldom 
comparable to those utilized in the commercial 
world because the functions performed usually 
are so dissimilar. Where similar functions are 
performed, and here we speak only from per- 
sonal observation and experience, efficiency 
appears to be lower in military than in com- 
mercial organizations. To speak of introducing 
methods of business efficiency into the military 
organization is laudable provided the analogy 
is not pressed too far. The basic resource 
limitation imposed by the profit requirement 
tends to create a climate which predisposes 
to efficiency more than any other constraint 
yet convinced. Therefore, the writer remains 
unconvinced that efficiency in the organization 
that operates within a budgetary constraint will, 
on the whole, ever be as high as it is in the 
profit motivated, commercial firm. 

The comptroller must always be on guard 
against accepting historical trends of improved 
efficiency as objective evidence that an opti- 
mum situation is being approached. For example, 
the work of an element, as measured in certain 
work units, may indicate that efficiency in a 
historically comparative sense has improved. 
If, however, the system under consideration is 
ineffective, eulogies are hardly the order of the 
day. On the other hand, even if optimum attain- 
able standards are achieved, the system may 
still fall far short of performance in profit 
motivated organizations. 


Economy 


Once all elements of the organization have 
been determined to be effective and efficient, 
the concept of economy comes into its own. 
For present purposes, economy in military 
Management may be defined as the optimum 
allocation of scarce resources among competing 
ends. In one respect, economy includes both 
effectiveness andefficiency—it assumes that all 
elements of the organization are operating at 
an optimum. 

Economy implies that every dollar at the 
margin makes exactly the same contribution to 
the mission. In this context, economy is a wider, 
pure management concept than either effective- 
ness or efficiency, yet it cannot be achieved until 
all applications are effective and operating at 
optimum achievable efficiency. 

Ends, within the Department of Defense, may 
be considered to fall into three basic categories. 
Thus, any two ends may be competitive, neutral, 
or complementary. Competitive ends are most 
commonly found among the services. Thus, the 
proponent of a strategic and deterrent posture 


automatically competes for scarce resources 
with the organization which advocates the utili- 
zation of more resources for a stronger limited 
war capability. Success for the former may 
mean failure for the latter or vice versa. Within 
each of the services in turn, weapon and warning 
systems compete for the limited available re- 
sources. A weapon system and its associated 
warning system may be described as comple- 
mentary ends. Neutral ends compete for 
available resources but are necessary to the 
effective functioning of the organization. For 
example, the headquarters organization of each 
of the military services can be considered 
neutral in terms of resource allocation among 
competing ends since, no matter what the 
weapons systems and the force levels, this 
segment remains essential. 

Economy, contrary to a widespread im- 
pression, does not consist of the penny-pinching 
and cheese-paring attitude usually ascribed to 
comptrollers by their contemporaries. In the 
minds of many military managers, bored by 
numerous lectures on ‘‘supply economy,’’ 
economy implies the old New England adage of 
“‘eat it up; wear it out; make it do; do without’’ 
rather than a rational approach to optimization. 
To the extent that comptrollers themselves talk 
and act in terms that make them appear to be 
more interested in pinching pennies, rather than 
furthering the accomplishment of the mission, 
this impression dees not deviate too far from 
the truth. 

Economy, at other than the top echelons of 
the military establishment, is really a process 
of suboptimization. Thus, it is difficult for the 
commanding officer of an installation explicitly 
to relate the relevance of each problem 
encounters to the overall objectives of his 
service. Rather, he must solve his problems 
according to objectives which are often connected 
in only an intuitive way to the total goals of his 
service and the Department of Defense. A 
criterion of the kind which is only intuitively 
and not explicitly linked to the total goals of the 
organization is known as a ‘proximate cri- 


terion.’’ Although it relies upon the commander's 
intuition, a proximate criterion must be relied 
upon in solving many management problems. It 
should be pointed out that proximate criteria 
must be as consistent with higher level objectives 
as is humanly possible. 

The following paraphrased and summarized 
propositions from economic theory are applic- 
able to the process of suboptimization: 

1. Scarce resources should be equated at the 
margin in all uses; that is, they should 
have equal marginal rates of substitution 
in all applications. 

A single input, such as materiel, should 

not be emphasized to the exclusion of 

other inputs. 

. The measure for workable criteria is 
consistency with a good criterion at a 
higher echelon. 

. Where questions of consistency occur, 

the side effects on other functions must 

be considered. 

Ratios may be dangerous criteria because 

they ignore the absolute magnitudes of 

inputs and outputs. However, absolute 
values may also be dangerous if they are 
employed in isolation. 


Conclusion 


In this paper, we have attempted to define the 
terms effectiveness, efficiency, and economy in 
their application to military management. Care- 
less use and interpretation of these terms, 
particularly by comptroller personnel, has been 
responsible in considerable measure for pre- 
vailing opinions that financial management has 
failed to live up to its promise as a major tool 
in our Cold War defense effort. Given a proper 
theoretical framework, financial management 
has a great deal to contribute to improved 
resource allocation. In suchacontext, this paper 
attempts to outline a start toward the develop- 
ment of a theory about military resource al- 
location in the financial framework. 
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USAF ACCOUNTING & FINANCE CENTER ACTIVITIES 


Colonel Jack E. Wert, Chief, Plans & Operations, 
USAF Accounting & Finance Center, Denver, Colorado 


The material I cover will be couched in terms 
of ‘‘Where We Are Going’’. ‘‘We are going for 
improvement’’. With few exceptions, I have 
confined myself to FY’60. 

This is in keeping with the Comptroller’s 
Program for Improvement of Air Force Fi- 
nancial Management. We are shooting for our 
‘gold star’’ in accordance with a plan. 

Now I would like to explain our plan for 
improvement. 

Our mission here at the Center states that 
we will render technical supervision, advice 
and guidance to the field on the operations of the 
accounting and finance system and that we will 
perform certain centralized operations with 
regard to the system here at 3800 York Street. 

In carrying out our mission we find that 
our activities break themselves to four areas of 
major responsibility; home office monitorship, 
home office accounting, centralized operations, 
and secretarial delegations. 

Our monitorship of the operational aspects 
of the system deal with the day-to-day technical 
problems of operating and maintaining a system 
in being, and also with operational problems 
arising periodically which are much broader in 
scope and more difficult to resolve. 

We are interested, in a quality product. Our 
problems in achieving this arise from many 
sources. They may arise in the field and be 
passed to us with or without suggested solutions. 
They may arise from our own examination and 
analysis of the many products being produced 
by the system. They alsoarise from ‘‘feedback’’ 
comments and reactions from the Air Staff and 
Secretarial level. Our aim is to view the products 
obtained by the system in the light of prescribed 
and desired results as a whole as distinguished 
from individual reporting requirements. Para- 
doxically, we find that in order to do a sound 
job with relation to the whole, we must drop 
our considerations below the individual report 
level and deal initially with individual line items 
in the reports. 

The sum total of all of this effort, however, 
is to be sure that we as weil as others under- 
stand the need for this data and to then test 
this need against the various procedures which 
produce the data. Our role here is to either 
assist Headquarters, USAF in developing im- 
provements or to recommend such improve- 
ments as we may develop. The basic respon- 
sibility for procedural development and 
promulgation lies in Washington. 


The next area of responsibility deals with the 
maintenance of the home-office records of the 
accounting and finance system. Here we engage 
in the receipt and consolidation of financial data 
from the field, the preparation of financial 
statements, and the reporting of financial data 
to higher echelons. The experience gained from 
these activities contributes also to our Capacity 
to make recommendations for improvements in 
the accounting and finance system. 

It has been determined that there arecertain 
activities which the Air Force can perform 
better centrally rather than distributing the 
responsibility and workload to all operating 
locations. You will recognize these functions 
from the naming of a few of the more important 
ones. They are the administration of the allot- 
ment and retired pay, the centralized adjudica- 
tion of claims for and against the Air Force 
and the central examination of paid vouchers 
and military pay records. This last is distin- 
guished from the post audit activities of the 
Auditor General and the Air Force Audit Branch 
of the General Accounting Office. 

Another area of major responsibility is that 
dealing with certain delegations of authority or 
activity stemming from the Secretary of the Air 
Force. All of these delegations deal with matters 
affecting the financial operations of the Air 
Force. The delegations are of two types—first 
the delegations of the authority of the Secretary 
to act on his behalf. Adjudication of appeals 
on reports of survey, and recommendations to 
the Comptroller General for relief of accounting 
and finance officers for erroneous payments are 
examples of this type. 

On the other hand, by law the Secretary can- 
not delegate certain authorities. Since these 
involve considerable preliminary research and 
work, the Commander of the Center has been 
delegated the responsibility to accomplish these 
preliminaries. Examples of this type are the 
remission of enlisted men’s indebtedness and the 
relief of accounting and finance officers for 
physical loss of funds. 

We have established objectives under eachof 
these areas of major responsibilities. I will 
give a brief run down on some of the major 
objectives of interest touching only the highlight 
activities of each. A discussion of critical 
tasks to be performed with respect to these 
major objectives and the schedule by whichthey 
must be performed can not be covered in the 
time allowed. 


Under our Home Office Monitorship of the 
network we have established as a major objec- 
tive, the initiation of a quality examination pro- 
gram throughout the Air Force. Our concept 
of this program, and we have had a number of 
meetings and exchanges of correspondence on 
this subject, is that the accounting and finance 
system must have both the recognized and 
explicit responsibility for self-disipline in 
achieving a quality product. The responsibility 
is inherent in the system. We feel that only by 
explicit recognition, however, can we develop 
the ‘‘know how’’ to discharge this responsibility. 

Representatives from all the major com- 
mands and Washington discussed ways and 
means of launching this program. It was agreed 
that the initial venture would be a query 
into the accounts receivable area as developed 
by representatives of the major command comp- 
trollers, the Center and the Directorate. This 
was a trial balloon on one method of deter- 
mining the quality of a product required of the 
system. It revealed areas of deficiency which 
you recognized as subject to local resolution 
and took action to correct. It also revealed 
areas of deficiency which must be resolved at 
this or higher echelons. Corrective action is 
moving forward on these. 

There is now enroute to many offices a draft 
of a directive which officially recognizes the 
quality examination program and provides the 
authority for applying various techniques at the 
several echelons to further the program. This 
draft was again a joint effort of field, Center 
and Washington. The directive also provides an 
examination technique to be used in conjunction 
with AFM 177-101 by the accounting and finance 
officer to check upon the adequacy of his opera- 
tion. Our plan is to use past experience to 
develop similar techniques covering all of the 
manuals in the AFM 177-100 series. 

One of the most sensitive subjects in the 
whole area of accounting and finance is that of 
fraud control or the lack of it. Every accounting 
and finance officer in the system holding a 
disbursing symbol has the Sword of Damocles 
hanging over him. Our plan for improvement 
contemplates both the strengthening of the hair 
by which the Sword hangs and the bluntingof the 
point if and when the hair should break. We 
have in the works today a letter to each of the 
major command comptrollers on this subject. 
This letter suggests ways and means to assist 
accounting and finance officers in improving 
controls against fraudulent practices. Contents 
of this letter were developed from analyzing the 
experiences and ‘‘lessons learned’’ by account- 
ing and finance officers in the field, as well 
as our review activity and those of higher 
headquarters. 


For example, when the accounting and fi- 
nance officer’s cashier is exposed as a ‘‘money 
list hiker’’, the principal question arising is 
‘‘what actual checks of internal controls were 
made by the accounting and finance officer?’ 
While we assume that accounting and finance 
officers are checking operations, some daily, 
and some periodically, this matter is extremely 
difficult to specifically document. In a recent 
case the Comptroller General submitted a 
caustic report to the Congress alleging misman- 
agement and improper supervision by an ac- 
counting and finance officer. What the Comp- 
troller General was really talking about in his 
allegation was the lack of definite evidence that 
the accounting and finance officers were ‘‘fraud 
conscious’’ and were actually performing some 
type of systematic check on internal controls. 
Obviously, not only must we have a system of 
internal controls—but also we must have ade- 
quate documentation of the actual checks made 
by the responsible officer. 

We have reason to suspect also that our 
assumption of adequate daily or periodic checks 
may not rest on a very firm foundation. It might 
well be that some of our accounting and finance 
officers lack the necessary experience to prop- 
erly survey their operations. The above men- 
tioned letter is our first step in working with 
the major commands during this year to keep 
this area under control. We intend to cover this 
point also in our command visits. 

The next major objective is an increased 
emphasis here at the Center on the analysis of 
the product being put out by the accounting and 
finance system. For some time now we have felt 
that the output of the accounting and finance 
system is overwhelming when considered as a 
whole and not quite understandable when con- 
sidered in isolated pieces. We have had the idea 
also that the individual lines items making up 
the total product are, relatively speaking, finite 
and capable of being understood. As an illus- 
tration, conceptually AFM 170-7 constitutes the 
total lines items of financial data to be incor- 
porated in or produced by the reporting or- 
ganizations in the fiscal system. 

This subject was discussed with representa- 
tives from the Directorates of the Comptroller’s 
Office, OSD, BOB, Treasury, and the major 
commands representatives. 

We believe the worthiness of this effort 
comes into being when these data are reported 
in various combinations in the 131 different re- 
ports we release to higher headquarters each 
month. Our goal is to analyze the data being 
compiled for these reports with those re~ 
sponsible for its use to be sure we are not 
wasting our efforts on duplicating or needless 
requirements. By this means we have the idea 
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that we will be able to do abetter job on what is 
needed and reveal ways and means of simplify- 
ing recordation and reporting of financial data 
at all echelons. We have certain joint actions 
with ADC as our first field effort. Another major 
objective is to review the Air Force legislative 
program for the accounting and finance activities 
in the light of operational experience and rec- 
ommend timely improvements. 

The Center maintains a ‘‘status file’’ on all 
legislative proposals pending in the Department 
of Defense and the Congress, which have ac- 
counting and finance implications. 

In the past, summaries of legislative pro- 
posals having accounting and finance implica- 
tions have been distributed to the Comptrollers 
of all major commands and to higher authority. 
These summaries are kept up-to-date to reflect 
the latest action. The basic purpose of this 
effort is to maintain a continued awareness of 
proposed legislative changes to permit proper 
programming of future efforrs toward necessary 
but sound legislation. 

During the next fiscal year we intend to re- 
view certain legislation in terms of operational 
experience and make appropriate recommenda- 
tions for improvements in the form of new pro- 
posals. This will be accomplished with field 
participation of course. 

Now we come to the hardy perennial in our 
bouquet, the development of an accrual method 
of accounting for military pay. 

Our activities in this area are many. We 
monitored a test at Mitchel AF Base using 
a particular type of equipment to achieve the 
desired results. We are currently monitoring 
another test at Barksdale AF Base using another 
type of equipment. We have been delegated cer- 
tain responsibility for accomplishing the Comp- 
troller projects on this subject. The problems 
are many and almost all have an infinite number 
of solutions. Our job is to come up with the 
master solution for the Air Force. 

To give you a hint as to the complexities 
with which we are faced, there are two major 
.characteristics of the current military pay 
system that dominate the methods used to pay 
and to record the fact of payment. The first 
of these characteristics is a matter of policy 
and the second is a matter of technique to 
implement the policy. Change either and the 
whole military pay system as we know today is 
thrown into a ‘‘cocked hat.’’ Yet we are under 
compulsion to change both while retaining the 
advantages of changing neither. 

For years we have been administering the 
military pay system under the policy of ‘‘paying 
the troops anywhere at anytime.’’ There is no 
basic quarrel with this policy. It is good for 
morale. It allows the men some freedom from 
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money worries at times they must be flying a 
plane, repairing a gyro, or, lately, programming 
a missile, This policy has resulted inour paying 
the troops and then accounting for the money 
on an ‘‘after-the-fact’’ basis. It has lead us 
into a relatively small problem of overpayments 
to some individuals and into a much larger 
problem of overobligation of funds for FY 58 
and FY 59. 


Now one of the techniques used to hold 
overpayments to a minimum and to allow us 
to account as closely as we did for the military 
pay appropriation was the use of a standard 
military pay record. This is not a brief for the 
current format of the MPR orour manual method 
of maintaining it. Experience has established, 
however, the fact that standard methods for 
recording pay data were a major factor which 
enabled us to administer the appropriation as 
well as we did. 


Two questions must be considered before we 
can incorporate the accrual principle into our 
military pay system. Shall we give major con- 
sideration to morale factors or to fiscal controls, 
and second — Shall we prescribe a single format 
and method for recording military pay data, or 
many? These basic questions require answers 
in the form of definitive ground rules before 
sound procedures to accomplish the administra- 
tion of the military pay appropriation on the 
accrual basis can be written. Stop-gap measures 
such as the current C-117 report to which we 
recently resorted, will continue to be the order 
of the day. The deadline for implementation of 
the accrual system is 1 July 1961. This is not 
as liberal a deadline as one might think. We 
must first establish these ground rules and 
then get on with the design of a system to fit 
them. 

The general overall improvement of the 
accounting and finance system is another matter 
for our continuing attention. These improve- 
ments are of a slightly different nature than 
those discussed thus far. They may come about 
as the result of suggestions from the field, audit 
reports, our own examination of results, or 
better operating procedures developed from 
ideas. 

One example of our joint efforts during the 
past year toward this objective was the im- 
provement in timeliness of the Status of Alloca- 
tions by Operating Agency Code and Budget 
Project. Here by improving the format of the 
transceiver card and the layout of the trans- 
ceiver network itself, we were able to provide 
the report to Headquarters, USAF on the 15th 
instead of the 19th of each month. Due to the 
utmost cooperation all along the fiscal network, 
this improvement was accomplished without 


reducing the time for processing the report 
below Center level. 

Another example of our efforts during the 
past year toward this objective is found in the 
system change effected in the physical loss of 
funds area. 

Prior to this change, there was only one 
method permitted for investigating physical 
losses of funds. This was a formal board of 
officers proceedings regardless of the amount 
of loss or the relative complexity of the case. 
This required, in many cases, the utilization 
of an expensive and time consuming process 
when the loss was insignificant compared to the 
cost of the investigation. Also, in many cases 
other investigations conducted by the OSI, the IG, 
or Auditor General, were already in existence. 
Nevertheless the board was forced to re- 
examine the whole matter anew. 

Authority is now vested in the major command 
to determine whether a single officer of field 
grade shall be utilized or a-formal board of 
officers will be employed. Major commands 
are given criteria to assist them in making this 
determination. 

Another system improvement is a procedure 
to be published shortly which will permit avery 
simplified reporting of shortages in the cashier 
activities of an accounting and finance office. 
This simplified procedure will be limited to 
shortages of $25 or less and will eliminate 
unnecessary investigation in this category of 
small losses. 

Finally under home office monitorship we will 
participate with the major commands concerned 
in the installation of the accounting and financial 
manuals in the 177-100 series. Our participation 
will consist of providing interpretations, advice 
and guidance on the new manuals. We will, of 
course, continue to provide this sort of service 
covering the current 173 and 177 series of 
manuals. 

Under the area of home office accounting our 
plan calls for continued improvement in financial 
data. preparation. Here we are concerned with 
developing statement formats and explanatory 
comments which will allow the recipient to 
concentrate on the facts portrayed rather than 
to puzzle out these facts from a raft of figures. 
We feel that we here at the Centerare in a good 
position to accomplish this function. 

In this area of responsibility we have also the 
objective of simplifying the techniques of fiscal 
reporting. One way is to insure that the output 
from the commands is in the same format as the 
input to our processing. Let me hasten to add 
here that in both the improvements to financial 
data and the simplification of reporting re- 
quirements, it is not our intention to do these 
things at the experse of more work load on 


the field activities, rather we will be aiming 
to reduce it. 

Here at the Center we estimate that we 
have approximately two million customers we 
have to satisfy each month with the output of 
our centralized operations. The exact break- 
down of this estimate is not important, suffice 
it to say it comprises all the military members 
of the Air Force both active and retired, a few 
civilians employed overseas, the dependents of 
all of these, the banks and insurance companies 
who are allottees, and even Uncle Sam himself. 
The Center has a definite responsibility here 
to render the best possible service. We are 
taking steps to improve this service. 

Our Project Prompt is one of these. It is 
designed to insure the prompt and accurate 
transmittal of allotment documents from the 
field to the Center inorder that we may properly 
serve military personnel. There is no need 
to go into the details of this project but we 
would like to point out that failure on our part 
to accurately and promptly pay allotments hasa 
deteriorating effect on the morale of any people. 
We are no better on payments than the input 
documentation we receive from the field. 

Another but related activity has to do with 
the initial briefing to recruits at Lackland AF 
Base. We are preparing material to be used at 
Lackland in the initial stages of orientation of 
recruits. We feel that with proper indoctrination 
a great many unhappy mistakes can be avoided. 

There is another side to this coin of service 
to the customer also that must be considered. 
There is the cost of providing it. 

One must appreciate that if we handle a 
transaction correctly at the outset we avoid 
the costly process of correcting mistakes. All of 
us are up against the problem of increased 
demands for financial data, compressed time for 
recording and reporting it, and reduced man- 
power for producing it. Here at the Center we 
have taken the initial steps toward modernizing 
our processing equipment. We hope to obtain 
results from this modernization program. This 
is the first of a number of steps toward the day 
which appears to be near when increased data 
processing capability in the field and high speed 
communication channels available to the fiscal 
network may enable us to meet the demands 
upon us in a more efficient fashion. 

Under the responsibility area of Secretarial 
Delegations our objectives are to improve our 
procedures to more expediously handle the work 
itself and to place heavier accent on the dissemi- 
nation of the lessons learned from this activity. 

For example, there has been an increase 
in 3679 violations. During the six months ended 
last 31 December 1958 there had been 39 cases 
reported. For the next six months ended 30 
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June 1959 there were 68 cases reported. In July 
that year, 19, the highest number in any single 
month yet. We plan to expand our analysis of 
these cases and disseminate the results to the 
field. 


Another example, we have been analyzing 
Reports of Survey for some time now and have 
published data to the field with respect to our 


findings. Here again we do not feel we have 
reached the ultimate and plan continued im- 
provements. 

Our goal is to accent the “‘lessons learned’”’ 
by supplying the field with periodic analytical 
data concerning specific areas of discrepancy, 
such as administrative error or procedural 
weaknesses, together with an indication of the 
type of corrective actions taken or to be taken. 


NOTICE OF A REPRINT 


Reprints of the rubric articles published intheSeptember 1959 and 
the March and June 1960 issues of The Armed Forces Comptroller are 
available in one brochure. Copies, ata nominal cost, may be obtained by 
calling Associate National Editor, Leo J. Richards, Oliver 6-7990. 


LETTER TO THE EDITOR: 


‘***** You've done a fine job in developing the Journal. 
Have heard many fine comments.’’ 


-ll- 


Yours truly, 


Louis A. Oswald 
Major, USAF 


THE 1961 FEDERAL BUDGET 


Everyone’s Problem, By Honorable Maurice H. Stans, Director Bureau of the Budget 


The following article by the top fiscal man of the Office of the President of the United States will be 
of great interest to the members of the American Society of Military Comptrollers who bear a vast 
responsibility in the President’s Financial Plan for 1961. We believe with the Honorable Stans that 
it is extraordinarily important for the Federal Government to run its affairs, including its Military 
Affairs, sensibly and prudently. We can all pledge our support to this end. 


The 1960 Decade 


The year 1960 begins a new decade. Will this 
decade become known as the Soaring Sixties 
and the start of the Golden Age, or will it be 
the Sad Sixties and the beginning of decline for 
our Western democracy? Youcan get predictions 
today in either direction. That makes this a good 
time for taking stock of our strengths and 
weaknesses, our problems and our prospects — 
as individuals and as a nation. 

Charles Dickens began his Tale of TwoCities 
with the well-known lines — ‘‘It was the best of 
times, it was the worst of times, it was the age 
of wisdom, it was the age of foolishness. ..’’ 

The contrasts of today are almost as striking. 

On the one hand, the Nation’s mood is one of 
exuberance. We are near the half-trillion-dollar 
mark in our rate of annual output. Wages and 
profits are high, and jobs are plentiful. Tech- 
nology is working profound changes for the 
better. Our population is soaring, our standard 
of living is fast advancing. We have come 
through the Fifties without losing our grip on 
the slippery ledge of peace. We are flushed with 
the fever of good times. The new slogan — the 
new cult — is ‘‘growth’’ and we rally toit. 

But in our serious moments we recognize 
that this is to be a decade of great tests for 
our way of life and thought. Already the form 
and shape of these tests is visible. 

Mr. Khrushchev has laid down a new 
challenge. He tells us the Soviets have chosen 
the economic battlefield rather than the military. 
He has pledged all of the energies of the Soviet 
system in his drive to make us a second-class 
economic power. He says he will prove that 
capitalism and our free democracy are obsolete 
and predicts that his system will bury ours. 
His practical attack, to implement all this, is 
aimed straight at the strength and stability of 
the American dollar in the world. 

This means we need to do some soul- 
searching. Are we strong and secure against 
economic attack, as we are militarily? Can 
we still afford the wasteful consequences of 
prolonged feuding between management and 
labor? Can we risk the perils of flirting with 
inflation? Can we continue to demand of Govern- 
ment more than we are willing to pay for in 


taxes? Can we allow ourselves any longer the 
delusion that if money comes from Washington 
someone else provides it? Can we fight with 
full strength under a tax burden that stifles 
initiative and a vast public debt which grows and 
grows? 

One thing is clear — tomeetMr. Khrushchev 
headon we need to marshall our full strength 
and resources, and to employ them wisely and 
well. The glowing visions of the 1960’s will not 
be won without effort and hard decisions, even 
sacrifices. 

There lies the contrast—on the one hand, 
exuberance; on the other, sobering re- 
sponsibility. 


Serious business ahead 


That means that we have serious business 
ahead of us: The business of guiding our Nation 
safely toward the fulfillment of its second full 
century of independence with freedom, and doing 
it so well as to set an example for the newly 
emerging nations to want to follow — perhaps 
even to inspire the peoples of the Communist 
countries to demand our way of life! 

Too many glittering civilizations have been 
caught in a holiday mood when the lights went 
out. Vigilance and discipline are the watchmen 
of a free society. 

Of all the dangers that lie across our buoyant 
future, the gravest is complaisance—that fatal 
failure to recognize that the privilege of being 
freecarries with it responsibilities. One of these 
is to subordinate narrow and selfish group 
interests to the overall interest. 

In the face of Soviet challenge, our first 
objective should be the strengthening of the 
foundations and fiber of our system, rather than 
adding more gilt and plush to its comforts. But 
this will call for a toughness that runs against 
all of the instincts of the times. 

Nowhere in our environment are the qualities 
of discipline and purpose more urgently needed 
than in Government and its political processes. 

And that brings us down to cases. Inone way 
or another, all the concern of our National 
Government is reflected in its budget—now, the 
budget for the fiscal year 1961—and that is what 
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I will relate, not inthe narrowcontext of millions 
or billions as such, but in the framework of the 
Nation’s security for today and tomorrow. 
Nowhere do we find more clearly etched, the need 
for national discipline. 


The spending trend: 1950-1960 


You are familiar with the broad outlines of 
the spending syndrome of our times. It is 
apparent in municipal government, State govern- 
ment, and in the Federal Government. The 
chief concern of many State Governors and 
legislatures today is to find new arteries of 
revenue to feed rising expenditures. Federal, 
State, and local governments are all forced to 
compete in marketing their debt, while carrying 
charges rise in response to pressures on the 
limited supply of credit. The magnitudes of 
public expenditures are up, over the past decade, 
at every level of government in the United 
States. Let me give you some examples of fiscal 
trends in the Federal Government alone. In the 
last decade, from fiscal year 1950 to fiscal 
year 1960: 

— Total Federal taxes and receipts show a 
rise from 36.5 billion dollars to 78.6 billion 
dollars—an increase of 115 percent; 

— Expenditures for agricultural programs 
have increased from 2.8 billion dollars to 5.1 
billion dollars—a rise of 85 percent; 

— Expenditures for natural resources rose 
from 1.2 billion dollars to 1.8 billion dollars—a 
growth of 50 percent; 

— Expenditures for welfare and labor went 
up from 1.9 billion dollars in 1950 to 4.4 billion 
dollars in 1960—an increase of 130 percent; 

— Expenditures for major national security 
rose from 13 billion dollars in 1950 to 45.6 
billion dollars in 1960—an increase of 250 
percent; 

— Expenditures for interest on the public 
debt increased from 5.7 billion dollars in 1950 
to 9.3 billion dollars in 1960—an increase of 
about 60 percent. 

Now, here is a statistical point I want to make 

from these figures: 
Project this same trend for another 10 years 
and see what you get — a Federal budget of $170 
billion dollars! Yet is that any more fantastic 
to imagine than the increases from $3 billion 
in 1930 to $9 billion in 1940 to $40 billion in 
1950 to almost $80 billion in 1960? 


The critics and the hard facts 


Now, a great deal is being said these days 
about various aspects of our contest with Soviet 


Russia. Most of this dialogue is in terms of 
‘*lag’’ of one kind or another. We are chastised 
for supposed deficiencies in education, in mili- 
tary strength, and in science and technology. 
Aside from the fact that this ‘‘lag’’ is more 
imaginary than real, there is one very curious 
aspect to the situation. Inall the oratory of those 
who would whip up spending as if to bury the 
Soviets under an avalanche of appropriations, 
we hear nothing at all about the handicaps with 
which we have burdened our fiscal capacity for 
orderly and effective progress. 

When you look ‘only at the budget for one 
year at a time, you see only the visible portion 
of the iceberg. The dangerous part of itis under 
water! The brutal truth is that we have made our 
job unnecessarily and grievously difficult; and 
further, that there are pressures at work on all 
sides to drive us deeper into the hole. 

Fact Number One. The Federal Government 
is piling up C.O.D.’s for the future at an as- 
tounding pace. Here are just a fewof them: 

It will cost over 30 billion dollars to complete 
the interstate highway system. 

Federal civil public works projects already 
started will require expenditures after 1961 of 
about 7 billion dollars before they are completed. 

The Federal Government is committed to 
contribute 5.5 billion dollars in the future for 
public housing. 

Merchant marine subsidies and ship replace- 
ment constitute a Federal liability of 4.3 billion 
dollars. 

These and a variety of other obligations, when 
added to huge unexpended balances in the defense 
program, total 98 billion dollars of commitments 
for future Federal spending. 

In one sense, and standing alone, this is not 
too bad, for most of these expenditures will add 
to the Nation’s assets. But this isn’tall! 

Fact Number Two is this: Even if this session 
of the Congress doesn’t add any new programs 
to the budget, the level of Federal spending is 
going to go up. The reason is that there are 
built-in increases in existing programs which 
are now producing a continuing up-curve in 
expenditures. The catalog of built-in increases 
covers such programs as outer space, civil 
aviation, merchant shipping, urban renewal, 
science education, medical research, public 
assistance, loans to underdeveloped countries, 
and veterans’ pensions. Interest on the public 
debt will run still higher, and, as time goes on, 
the farm program may become even more 
costly and controversial, unless we get realistic 
legislation on both. Defense technology is putting 
increasing pressure on expenditures. 

Now, for 1961 along, these built-in increases 
amount to over 2 billion dollars; that’s why this 
budget is up over 1960. For 1962 there are 


already built-in increases of a billion dollars. 
There are very few built-in decreases, because 
Government programs seem almost invulnerable 
to reduction or elimination. A year ago, in his 
Budget Message, the President nominated 18 
programs as being due for revision in order to 
accomplish future downward adjustments in 
spending. Only three received attention by 
Congress, and that with the net result of 
increasing future expenditures about 9 billion 
dollars rather than decreasing them. 

Fact Number Three. Our present national 
debt of 290 billion is far fromall we owe for the 
past. Here are some items it doesn’t include: 
Our already accrued liability for military re- 
tirement is about 30 billion dollars. Our un- 
funded present accrual for retirement benefits 
for civilian Government employees is almost 
28 billion dollars. On top of that, future pensions, 
compensation, and other benefits voted to 
veterans will cost about 300 billion dollars. Now, 
the 290 billions of current public debt, plus over 
350 billion dollars of future obligations for past 
services, plus 98 billion dollars of C.O.D.’s, 
adds to the almost incredible total of nearly 
750 billion dollars. 

That is the Federal Government’s mortgage 
on America’s future—on ourselves and our 
children—beyond the regular annual costs of 
defense, welfare, and commerce. Is it any 
wonder that your President pleads fora sense of 
proportion, for a limit on compulsive spending, 
for a passion for responsibility! 

Fact Number Four. The pressures for new 
spending programs are increasing in intensity. 
A table in the Congressional Record showed that 
the last session of the Congress alone, 20 
major spending bills introduced in the House, 
along with 20 others in the Senate, for new 
programs altogether priced out to more than 
326 billion dollars over an average period of 
five years. While there is some duplication 
among them, if these and other spending bills 
were passed as their sponsors want them, they 
would add 50 to 60 billion dollars a year to our 
present spending! 

This is the bleak situation we will do well to 
contemplate when irresponsible groups ridicule 
80-billion-dollar budgets as austere. and re- 
actionary, and when we are asked to believe 
that we can have more spending and tax cuts 
and prosperity for everyone, all in the same 
breath. We cannot spend ourselves into 
prosperity! 


A_look at the 1961 budget 


Over two fiscal years, 1958 and 1959, the 
Federal budget incurred a cumulative 15-billion- 
dollar deficit, due to the recession. In fiscal 


year 1960 we expect to break about even, with a 
modest surplus. The 1961 budget provides for 
a healthy 4.2-billion-dollar surplus. 

The key factor in preparing the new budget 
was the guidance issued by the President to the 
members of his official family. The President 
made it clear from the start that, apartfrom the 
exigencies of national security itself, he would 
not yield to general pressures for increased 
spending. In the President’s view, as he has 
so often stated publicly, fiscal responsibility 
is basic to both our national security and orderly 
economic growth. Economic strength is as 
important as military strength, since the loss 
of one can destroy us as surely as the loss of 
the other. His guidelines, then, were to provide 
for national defense, to apply strict tests of 
necessity and timeliness to each controllable 
area of the budget, to hold the line or reduce 
expenditures below the 1959 levels, all with the 
hope that our rapid economic recovery from the 
late recession would push revenues up toa level 
that would permit a beginning to be made 
toward reducing our national debt. 


Priorities in the 1961 budget 


In the framework of the President’s strong 
convictions, we set about establishing priorities. 
You can see these reflected in the budget as the 
President transmitted it to the Congress: 

— A strengthended, improved national de- 
fense program, will emphasis upon missiles 
and the newest and most modern weapons 
systems; 

— A virtual doubling of expenditures for 
civilian outer space programs, with the aim on 
orderly and systematic progress; 

— Selective improvement in critical areas 
of the Federal Government’s activities, notably 
civil aviation, scientific research, tax enforce- 
ment, and the development of our natural 
resources; 

— Renewed emphasis on the need for real- 
istic increases in postal rates and increases 
in taxes on highway and aviation fuels, so as 
to place on the users—rather than the general 
taxpayers—a proper share of the rising costs of 
the Federal airways and postal service, and 
to support the highway program at an increased 
level; and 

— Revisions in outmoded Federal laws 
which, unless corrected, will continue todistort 
the Federal budget and drive spending to higher 
levels— and one of these is our farm price 
support laws. 

Those are the highlights of the Federal budget 
for 1961. The budget is balanced with a sub- 
stantial surplus, spending is kept under 80 
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billion dollars, priorities are recognized, new 


revenues are proposed on an equitable user- 
charge basis, and it is proposed to change 
anachronistic and expensive open-ended special- 
benefit legislation so as to give us a long- 
overdue breathing space. 

This new budget, like most budgets, has 
aroused outraged complaints from the pressure 
groups. We hear that it is unrealistic, it is 
inadequate, it is austere. We’re told that ‘‘of 
course’’ the Congress won’t pass higher postal 
rates, or extend tax rates for another year, or 
raise the income of the Highway Trust Fund. 

Well, perhaps to answer all this we need 
to go back to a definition: A budget is a financial 
plan. The Federal budget for 1961 is the 
President’s financial plan for the Nation. It 
presents a program, with first things first. 
Of course, there isn’t enough money to satisfy 
everyone’s demands. It would take twice 80 
billion’ dollars to do that. The test of the 
“‘realism’’ of a budget is whether it faces up 
to the priorities of the times. This budget does 
that! 

However, the budget isn’t a prediction of what 
the Congress will do. The Congress has the right 
to change it, raise it, or lower it. In that, the 
Congress reflects the wishes of the people as 
it understands them. 


The role of Congress 


Right here, I want to say thatI don’t go along 
with those who would make the Congress the 
scapegoat for all our fiscal troubles. The Con- 
gress is a representative body which inthe very 
nature of things is caught in the cross-fire of 
public opinion. In the absence of articulate 
resistance to increased spending by the tax- 
payers, the Congress is driven by organized 
pressure groups in the opposite direction. I 
hope we have all taken to heart the lessons of 
last year’s Battle of the Budget which demon- 
strated most convincingly the efficacy of an 
aroused and sustained public opinion in support 
of the President’s fight for a balanced budget. 
What was accomplished for 1960 can be repeated 
for 1961 and every year to follow. The problem 
is not with the Congress, but in our own will- 
ingness as citizens to stand up and insist that the 
facts be faced. 


Looking ahead 


A budget director is very often asked what 
he sees ahead in the way of Federal budgets, 
balanced or not. 


From what I have learned about the Federal 
Government, I'll tell you what I see ahead. There 
are two scenes, one pessimistic, one optimistic. 
And the important thing about them is that the 
American people can choose which one they 
want. 


On the pessimistic scene, I see a mortgage 
of almost 750 billion dollars that will have to be 
paid. I see already built-in increases pushing 
expenditures up and up year after year. I see 
pressures continuing to mount for the Federal 
Government to spend more and more, to take 
over local government’s problems, and to meet 
demands from pressure groups for more hand- 
outs. If we yield to these temptations, we can 
soon have 90 or 100 billion dollar budgets, 
higher taxes or moxe deficits, debasement of 
our money and weakening of our economy. 

On the optimistic scene. I see both long-range 
and short-range hope. The real possibility, of 
course, for reducing our high spending lies in 
what happens in the world. If we can succeed 
in removing tensions from international rela- 
tions, and get agreement on disarmament with 
full safeguards, it won’t be necessary to spend 
54 cents of every tax dollaron national security. 


In the meantime, this 1961 budget sets the 
stage for earlier improvement. Its proposals 
are realistic and sound, its results attainable. 
It provides for military and economic strength. 
It proposes a surplus toapply as a down payment 
on our debt, with a reduction in interest costs. 
It holds expenditures to a level that we can 
afford, recognizing that three-fourths of what 
we spend must go to today’s security and 
yesterday’s wars. It proposes no ‘‘back-door’’ or 
new built-in increases such as have been born 
in recent years. It sets the stage to give the next 
administration and the next Congress a happy 
choice. 

And that choice is this, given continued 
prosperity to apply some of our increasing 
annual revenues to debt reduction; or to initiate 
orderly tax relief, or both; and with this action 
to demonstrate to the world the firmness of our 
resolve to live responsibly and to assure the 
soundness of our money and the strength of our 
system. 

The American people will choose which of 
these scenes they want to live in. 

That is the significance of the Federal budget 
for 1961. It isn’t just a catalog of programs and 
projects to burn up your tax dollars as fast as 
they are collected. It’s a reasoned, powerful 
appeal to a mature people to act responsibly 
on the threshold of a fateful decade. 
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THE FUNCTIONS OF A MANAGER 
Honorable George H. Roderick, Assistant Secretary of the Army (Financial Management) 


In the face of the military and economic 
might of the Soviet Union, we inthis country are 
faced with the problem of how to shoulder the 
principal burden of an adequate defense posture 
for the Free World and yet at the same time 
preserve a sound economy. We are dedicated to 
the belief that one of the most important, and 
indeed an essential element for the accomplish- 
ment of this dual objective, is improved man- 
agement. It is to the attainment of this goal that 
we are dedicated. 

Since we believe that good management is 
an essential ingredient of the Free World’s 
defense, I should like to point out some of the 
actions which can be performed by the managers 
at all levels and which will contribute toward 
the achievement of this better management 
which we seek. Although there are a number of 
important areas in which a successful manager 
must function well, | should like toadvance some 
thoughts on three specifically — establishing 
objectives, maintaining cooperation, and making 
decisions. 

The first of these functions — establishing 
of objectives by the military manager — con- 
tributes directly to sound management of his 
organization. This contribution will be good, 
bad, or indifferent in direct proportion to the 
efficiency and effectiveness with which the 
individual manager applies himself to this vital 
and continuing task. 

The need for this function is obvious. An 
organization, composed of parts or elements, 
each headed by a manager, exists to carry out 
a mission. Each element is an organization in 
itself, with its manager and groups of people, 
who assist in accomplishing the mission. These 
managers and groups of people must be provided 
a sense of direction — they must know and 
understand the objectives of their organization. 
If they don’t, or if their understanding is clouded 
or confused, they may well be working aim- 
lessly — for the sake of working. 

This point is well illustrated in the simple 
story about the eminent architect, Sir Christo- 
pher Wren, who was visiting the site upon which 
one of his magnificient edifices was being con- 
structed. He approached one stone mason who 
was busily chipping a block with his hammer 
and chisel and asked ‘‘What are you doing?’’ 
The man replied, ‘‘I am squaring up the surface 
of this stone.’’ The architect then moved on to 
another and asked the same question, ‘‘What 
are you doing?’’ This time, however, he got a 
different reply. The stone mason looked up at 


him and said, ‘‘Why sir, I am helping to build 
a cathedral.”’ 

In setting objectives you should see that each 
of your people is able to stand back and to see 
his job as part of the total undertaking and gain 
stimulating incentive from this knowledge. It is 
a well-known characteristic that the American 
who is a member of an organization feels a need 
to know why he is doing what and the what and 
why of his organization’s activities. 

The nature of objectives will vary somewhat 
with the type and mission of the organization, 
but there are some common characteristics. 
For example, the objectives must recognize, be 
consistent with, and contribute to those of the 
parent organization and they must be stated in 
measurable terms. Experience and research re- 
veal conclusively that organizational objectives 
are of limited value unless they are accepted by 
the individuals responsible for their 
accomplishment. 

Participation in establishing organizational 
objectives by the personnel responsible for 
achieving them, will contribute materially to 
acceptance of these objectives and will result 
in favorable attitudes toward the leader. The 
manager will have sound objectives and his 
people will work harder and more cooperatively 
to achieve them. The entire team will be working 
toward commonly understood goals which it has 
become morally committed to attain. 

Of course, participatory goal-setting, or 
establishing objectives, has its limitations, both 
inside and outside the Services. There may be 
many objectives over which the individual man- 
ager has little or no control and which he must 
pass down to his subordinates unchanged. In 
doing so, he will do well toexplain this situation 
to his subordinates. The individual manager 
must identify those areas which will lend therr - 
selves to participatory setting of objectives. 
Timing is also important. Obviously, the heat 
of battle is no place for ‘‘on the spot’’ goal- 
setting. Participation through advice and rec- 
ommendations of staffs and commanders has 
already been achieved. When bullets are flying, 


__ it is not time to votel 


Participation is an aid to leadership, not a 
substitute for it. ‘‘Loneliness of command’’ is 
still the commander’s and manager’s lot, but 
he will be less lonely and more effective if he 
can achieve maximum acceptance of valid and 
attainable goals, properly established. 

Organizations are established to carry out 
assigned missions, but organizations are not 
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effective without leadership. Organization charts 
are simply charts, until the manager breathes 
life into them. Regardless of what the chart 
theoretically proclaims the organization struc- 
ture to be, it is the manager — by his actions, 
manners, attitude and personality — who de- 
termines how successfully or poorly the organi- 
Zation will operate. 

In the past, in many organizations with 
structures and uncomplicated missions, a ‘‘one 
man show’’ has frequently been possible. In 
today’s services, with their size, complexity, 
costs and world-wide scope of operations plus 
their readiness requirement for immediate 
expansion in the event of national emergency — 
it is essential that the military manager utilize 
effectively the skills, training, and professional 
qualifications of his personnel to get the job 
done. The atmosphere or climate which he 
creates will decide to a considerable degree the 
over-all productivity of his staff and subordi- 
nates. That favorable climate is one in which 
each member of the organization believes his 
contributions and efforts to be important and 
worthwhile — wherein each individual believes 
he is a team member of an aggressive and 
progressive organization — wherein each knows 
that his manager is receptive to new ideas and 
to creative thinking. In such an environment the 
individual is convinced that the actions of his 
manager are the best for the accomplishment 
of the mission and for the benefit of the whole. 

To establish and maintain a cooperative 
system the manager must institute realistic 
and attainable standards of performance — not 
set arbitrarily, but wherever possible with 
subordinates actively participating in their 
initial preparation. If subordinates so partici- 
pate, the manager will benefit not only from the 
standards being met or exceeded, but also 
because research reveals that invariably they 
will be higher than if he alone had developed 
them! Standards must be revised periodically 
and when appropriate — again with subordinates 
participating, when practicable. Managers must 
exercise care that revisions do not penalize 
good performance, but are in keeping with 
improved methods and procedures. 

The manager must minimize, and, in time, 
eliminate parochialism. The full effectiveness 
of an organization will not be realized until 
each element thereof—staff and line — is re- 
quired to function as an integral and inseparable 
part of the team. 

The last function of the manager is decision 
making — the key to any managerial task. Man- 
agerial decisions, particularly of the policy 
type, may make or break an organization, even 
though all other elements of leadership are 
present in abundance. 


The first step of the manager in making a 
decision is to determine the problem. Many 
times, upon determination and definition of the 
task, the solution and decision become apparent. 
Too frequently, decisions are based on a faulty 
analysis or wrong definition ofthe problem — on 
some unanticipated or very restrictive aspect, 
not apparent or intended. F requently the manager 
must stop to reassess and re-evaluate the 
problem — even to request clarification from 
above. 

The next step is to evaluate the situation 
and formulate solutions. The manager must put 
each factor in its true perspective — he must 
view the entire problem and all its elements, 
including resources available and budgetary and 
legal implications. He deduces possible solutions 
or courses of action. The manager must next 
consider and compare the various decisions open 
to him. He must evaluate the possible and 
probable effects which each will have, including 
the long-range effects of his short-range de- 
cisions. The final step is actually making the 
decision. Now the burden is the manager’s 
own — and his alone. At this point the weak 
individual fails — the strong survives. The bold 
may make mistakes, but the rewards of common 
sense and sound judgment, energetically and 
judiciously applied, are success and satisfaction. 

After the decision is made, the manager 
must then ensure that it is stated clearly and 
concisely. Those responsible for implementation 
should be advised as early as practicable and 
kept informed. If time and the situation permit, 
they should be given opportunity to voice views 
and opinions. 

Frequently the manager must make decisions 
contrary to the advice and recommendations of 
his staff and subordinates. The wise manager 
creates a climate wherein all concerned know 
that they and their counsel have been considered. 

Timeliness is a vital element of decision 
making. The military manager — in the office 
and on the battlefield — is frequently required 
to make an early decision without complete 
information. All desirable information will 
rarely, if ever, be available in time. The man- 
ager may realize that if he waits too long, 
events may overtake him, generating a greater 
and more complex problem. His most difficult 
decision may be to decide when to decide. 
Frequently, only his capacity and experience 
can assist him; results will be some measure 
of his success or failure. 

Subordinates very properly expect the man- 
ager to make positive decisions; they do not 
expect him to use his authority to let ‘‘nature 
take its course,’’ or to do nothing. One of 
these positive decisions must establish a bal- 
ance between decisions to be made by him and 
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those to be made by subordinates. At no time 
should delegation be used for abdication of 
authority. The manager must ensure that staff 
and subordinates do not usurp his prerogative 
of decision making. 

He must insist on subordinates intelligently 
conforming to his approved plans, policies, 
procedures, objectives and decisions. 

The manager must promptly resolve opposing 
views of his staff and subordinates. Teamwork 
is essential! 

In conclusion, the successful manager is one 
who obtains resources and then utilizes all of 
them with maximum efficiency and economy. 
Above all, he must understand his people, realize 


and use their potentialities, and assist them in 
their development. 

The type of manager which the Armed Serv- 
ices are seeking to develop is one who can, 
over the long term, excel, in results, his 
counterpart in the authoritarian society. As the 
world struggle between two rival systems deep- 
ens, free management faces its severest test. 
In this competition for survival, everyone inthe 
management field has an individual respon- 
sibility to contribute his own best effort. If we 
all exert this effort, then I have no doubt as to 
the outcome, because nc system in the world 
can surpass that based on the enterprise of 
free men under enlightened management. 


Plan now to attend the FOURTH NATIONAL CONVENTION 
to be held in Room 5A-1070 in the Pentagon, Washington, 


D. C. on 7 October 1960. 
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TRAINING AND ITS IMPORTANCE TO COMPTROLLERS* 


David S. Brown, Ph.D., Professor of Public Administration, 
Director, Air Force Advanced Management Program, George Washington University 


Shortly after joining the staff of a large new 
government agency a few years ago, | was in- 
vited to spend an afternoon withthe Administra- 
tive Services Division. Upon my arrival, I 
found that there were some eight or ten others 
there, newcomers all, and that a program had 
been arranged for us by the division chief and 
his key associates. 

This program consisted of a presentation 
by members of the division staff of the services 
they hoped to be able to perform for us, along 
with an explanation of the kinds of problems they 
were currently facing. A lively discussion de- 
veloped, in which we enthusiastically joined, 
over the ways by which these services could be 
improved. When the meeting broke up, most of 
us left with a far better understanding of the 
division, its personnel, and how they viewed 
their jobs, than we could otherwise have had in 
a short period of time. 

The long-range effects of such anexchange, 
I feel, were probably even more pronounced. 
Not only did there seem to be far less adminis- 
trative friction in this agency between the serv- 
icer and the servicee than in any other I have 
observed, but I found myself trying systematic- 
ally to anticipate my needs in advance, to bring 
the service people into my planning, and to ob- 
tain their suggestions as well as their assistance. 
This is, of course, what they were really hoping 
to achieve. 

This example by which a part of the organi- 
zation attempts to clarify its mission to its 
clientele has remained with me over the years. 
It has guided me personally in a number of in- 
stances where the success of my own operations 
has depended upon the understanding and accep- 
tance that others have of them. Some call it 
‘‘internal public relations.’’ 1 prefer to think 
of it simply as ‘‘out-training.’’ 

It illustrates, I think, one of the many appli- 
cations of the training function to management. 
If we are more concerned with having influence 
than we are with commanding -- as must surely 
be the case -- it suggests an approach that will 
relieve and sometimes eliminate miany of the 
frictions that impede staff action. In particular, 
it recommends itself to those functions that are 
often little understood and usually resisted. 
Foremost among these, of course, is comp- 
trollership. 

Let us examine the applications of training 
in this important area. 

He whose duty it is to watch over the di- 
spensing of funds will never be the most popular 


person in the organization. He does not need to 
be. On the other hand, he cannot do an effec- 
tive and efficient job if he is misunderstood, 
resented, and resisted -- whichis, unfortunately, 
often the case. When this occurs, so large a 
share of the comptroller’s energies must be 
given over to explaining and defending -- in 
short, to justifying his very existence -- that he 
is unable to fulfill properly the constructive 
mission that his role requires. 

I make this statement knowing that there are 
some who believe that the comptroller does not 
need to justify himself -- that he exists by law 
or by administrative order, and that this is 
enough. Moreover, they insist, the fiscal integ- 
rity he seeks can be better achieved by directive 
or by disallowance than by more persuasive 
methods. 

I do not agree with this point of view. The 
long run objectives of the organization, it seems 
to me, are best served when people do things 
because they understand the need for them and 
not because they are ordered to do so. This is 
why the training function has such an important 
role to play among the newer tools of manage- 
ment. 


The Uses of Training 


There can be no really successful use of 
training, however, without an understanding of 
what it is and what it can do. Stated simply, it 
is the function of helping others to acquire and 
apply knowledge, skills, abilities, and attitudes 
needed by the organization of which they are a 
part. Its emphasis is, of course, upon the em- 
ployee learning, but not learning for learning’s 
own sake so much as learning to do what needs 
to be done, and, also, helping others to learn 
what they must do. 

The most common form of training and, in- 
deed, the most successful, is learning by work- 
ing with others, or on-the-job training, as it is 
commonly called. The more formal training 
approaches will include the following: 


-The orientation of new people 

-Training (and also retraining) in specific 
skills, abilities, and knowledge needed on 
the job 

-Training of a general informational and co- 
ordinational nature needed to impart an 
understanding of what is currently taking 
place, and also what will be expected. 
-Training designed to change attitudes or 


*This tale was delivered by Dr, Browntotht November meeting of tiie Society of Military Comptrol- 
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methods of approach. (This is one of the 
most difficult types of training to plan and 
undertake because it involves the changing 
of points of view.) 

-Supervisory, managerial, and administra- 
tive training designed to improve the in- 
ternal comptrollership office practices. 

-Long - range, employee - developmental 
training. (The simple fact is that tomor- 
row’s staff is only as good as today’s prep- 
aration of it has been -- which is why this 
kind of training is so necessary.) 


All of these have important uses in the comp- 
trollership area. 


Applications to Comptrollership 


Let us see how these may be used. The 
orientation-type of training which was employed 
so effectively by administrative services, and 
which I described earlier, is easily adaptable 
to the comptroller’s purposes. Through this 
device, new people in the agency can be intro- 
duced to the comptroller role, and also to many 
of the comptrollership staff. The ‘‘human re- 
lations’’ approach that this embodies is funda- 
mental to effective working relationships. 

For those who have been with the organiza- 
tion over a longer period of time, and who 
would be likely to resist anything that could be 
labelled indoctrination, conferences and:-meet- 
ings are recommended as a means of encourag- 
ing better understanding of the importance of 
sound fiscal policies. These should, of course, 
be intelligently designed and carefully arranged. 
Far from skirting subjects on whichdifferences 
of opinion are known to exist, they should be 
directed to them. There should be ample oppor- 
tunity for full and free exchange of viewpoints. 
If the comptroller cannot justify his point of 
view under such circumstances, perhaps he 
should reconsider it himself. 

Seminars and institutes in technical subject 
areas can and should be arranged for those in 
the operating offices with which the comptroller 
works. Their purpose would be to help line 
people learn how to improve their fiscal prac- 
tices. Some suggested titles: budget prepara- 
tion; fund accounting; financial analysis; pro- 
cedural studies; methods improvement; and 
work sampling. Enlightened management shops 
have made good use of the principle involved 
here: that people invariably support what they 
help to create. 

Another way of achieving the same objective 
is to provide for the assignment of persons from 
the operating offices temporarily to the comp- 
troller’s office. Sometimes even exchanges of 
personnel can be arranged. This has the double 
advantage of enabling the operator to see comp- 
trollership from the inside, and also affords the 
comptroller’s staff an opportunity to see at 
closer hand the problems of the operator. 


The comptroller’s office should take the 
leadership in arranging informational meetings 
whenever necessary to inform others of Con- 
gressional and Presidential points of view, 
changes in agency fiscal policy, and the like. 
It is far better that such information come 
through official channels thanthrough the grape- 
vine, or be regarded as ‘‘not necessary to be 
known.’’ The comptroller should help in arrang- 
ing for special courses outside the agency in 
various subject areas in which it is important 
that performance be improved. 


Training of Comptroller Personnel 


Internally, in the comptroller’s own office, 
training also has many uses. It is a common 
fault of large organizations that people in spe- 
cialized areas always seem to know what is wrong 
with someone else, but completely overlook their 
own shortcomings. The comptrollership profes- 
sion is not without the short-sighted. Training 
can help to correct these difficulties. 

One of the most frequently-heard criticisms 
of comptrollers is that, ‘‘they do not understand 
the agency mission--they are interested only in 
money.’’ Experience with the Bureau of the 
Budget and Congressional committees, particu- 
larly during tight budget years, can easily warp 
a man in this direction. Add to this the fiscal 
sensitivity that the comptroller brings to his 
work and it is not surprising that this kind of 
a bias occurs. Of course, it must be guarded 
against. 

Comptrollers are sometimes thought to be 
“‘accountancy-minded,’’ which is another way of 
saying that they are more interested in funds 
being properly reported than in being intelli- 
gently spent. They have also been accused of 
“trying to run the show--to make decisions 
which really belong to someone else.’’ Some, 
undoubtedly, are guilty of this. A more sophis- 
ticated charge, and perhaps more invidious, is 
that they are more interested in finding error 
than in getting people to do the right thing. This 
is always a common disease of those engaged 
in audit work. 

It is the concern of those who provide ad- 
ministrative leadership that each part of the 
organization perform its mission properly. 
Because comptrollership is closer tothe pocket- 
book than other functions is no reason for over- 
looking its flaws. Its work, like all work, must 
be done in a responsible, timely, and efficient 
way. The use of training to help accomplish 
these objectives--to influence those serving in 
the comptroller organization -- recommends 
itself. 


Summary 


To those of us engaged in today’s large, 
bureaucratic administration, it should be clear 
by now that the rules which govern the old- 
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fashioned organization are no longer adequate 
for our needs. New ways of doing things, new 
approaches, are constantly being called for. 
One of these new approaches, of course, is 
modern comptrollership. But the new comp- 
trollership concept cannot function as it was 
intended to function by using old comptroller- 
ship methods. 

While the audit, the order, and the dis- 
allowance will undoubtedly be around for a long 
time to come, they are basically cumbersome, 
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expensive, and, in the long run, ineffective 
devices. They are also negative ones -- closing 
doors after the horse has been stolen. 

Management needs new ways of assuring 
that those who perform the operating functions 
of the agency -- the real mission activities -- 
do so in a manner that will continue over a long 
period of time to insure the agency’s fiscal in- 
tegrity. This is why the training function, with 
its variety of applications and adaptations, seems 
to have so much to offer. 


WHEELS FOR WINGS 


William J. Wilson, Senior Programmer, Data Processing Division Comptroller, Memphis AF Depot 


In Thule, a half-ton truck just taken out of 
wraps is winterized for 60 degrees below zero 
temperatures. In the Caribbean area a giant 
crane moves ponderously into the shops for 
overhaul. Two thousand miles away in Detroit 
three hundred new sedans destined for Air Force 
bases thr the world roll off the produc- 
tion line. At Mallory Air Force Depot an in- 
visible electronic hand faithfully records these 
events at lightning speed on whirling magnetic 
tape. Able to read and write five full novels in 
ten minutes, the abilities of the IBM 705 com- 
puter have been pressed into service by the Air 
Force to record the ever-changing picture of 
the world’s largest vehicle fleet. 

No other fleet contains vehicles as diverse 
as these ranging in price from $250 to over 
$100,000 and in function from motorized bicycles 
to giant mobile missile launchers and test equip- 
ment. Nor is any fleet so widely dispersed. 
From bases rimming the Arctic Circle todesert 
waste where the rain has not fallen in twelve 
years Air Force vehicles ply their trades, each 
one identified by the familiar yellow registra- 
tion number painted on the side. 

This registration number is the key to the 
system as it is the actual numeric name of the 
vehicle, with no two alike throughout the 143,000 
vehicles comprising the Air Force Fleet. When 
changes flow into Mallory tagged with the regis- 
tration number it is a simple matter to apply 
the right changes to the right vehicles. Each 
vehicle has a magnetic tape record containing 
not only the registration number, but also the 
stock number, the command, base and organiza- 
tion to which assigned, the physical status of the 
vehicle, replacement criteria, and a host of 
other data, all of which present an up-to-the- 
minute picture of that vehicle. Multiply this 
record by 143,000 and you have our Master 
Vehicle Inventory File which is maintained on 
four 2400-foot reels of magnetic tape. 

_ One might conceive of such a file asa mine 
of data from which hitherto inaccessible infor- 
mation can be extracted, correlations made, and 
interrelationships exploited. For a long time 
the suspected existence of coincidental dupli- 
cates among chassis serial numbers assigned by 
different manufacturers has been a matter of 


conjecture. This question was forever resolved 
when the machine compiled a list of duplicates, 
revealing that not only were there large numbers 
of duplicates, but that as many as 14 dissimilar 
vehicles have the same reported chassis serial 
number. Thus ended the often-voiced possibility 
of control based solely on chassis serial number. 


Such a compendious file written ininvisible 
binary characters on three quarter-inch wide 
tape is not a very digestible document from the 
standpoint of management. Reports and sum- 
maries are necessary--reports designed and 
summarized with the user in mind. For the 
Supply aspect of management, there are reports 
summarized by stock number and family group, 
broken out by year of manufacture and major 
air command. For Hq USAF, there is a report 
summarized by base location and type vehicle. 
For Department of Defense, there are reports 
with emphasis on geographical dispersion. 


The greatest dollar savings, however, are 
not realized through the better management re- 
sulting from more accurate reports, but through 
more realistic procurement possible with cur- 
rent and accurate inventory data, something vir- 
tually impossible prior to the advent of large 
scale data processing. In spite of the normal 
recurrent reports and tasks, many one-time- 
only jobs crop up occasionally. A civilian was 
apprehended in North Africa with an Air Force 
vehicle in his possession. It had been repainted 
and the registration number obliterated. Armed 
only with the chassis serial number, the OSI 
queried Mallory Air Force Depot, which provided 
the last recorded instance of that vehicle in the 
file. It is imagined that the OSI lost no time in 
filling in the missing information. 

Our files contain vehicle data--it could as 
well be aircraft or marine engine data. The 
nature of data matters no more to a computer 
than the color of the balls matters to a juggler. 
The manipulation is the thing and it is essen- 
tially the same in all file maintenance problems. 
Certain techniques and principles evolving from 
our four-years’ experience in file maintenance 
will be developed in future articles. These 
principles can have wide application whatever the 
commodity and whatever the machine involved. 
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COMPARISON OF ADMINISTRATION OF THE DEFENSE BUDGETS 


OF THE UNITED STATES AND NATIONALIST CHINA 


Lt. Cdr. W. C. Joslyn, S.C., U.S.N. 


About the Author 


U.S. Navy Area Audit Office 


Most of the information on the Chinese System came from personal observations 


from 1956 to 1958 by the Author while serving as Budget Advisor to the Chinese Minis- 
try of National Defense and the Chinese Navy. It has been verified by Lt. Col.Liao- 


Yun-lung, Chinese Military Attache Office. 


INTRODUCTION 


Basic Problems. 

The defense budget of a nation under 
continuous pressure from a major military 
opponent tends to be the maximum that can 
be safely withdrawn from the economy on a 
continuing basis. Both the United States 
and Nationalist China are in this position. 

The basic defense problems faced by 
both countries are: 


(1) What are the maximum resources 
available for military use; 

(2) How can the costs of the necessary 
projects and programs be predicted; 
and 

(3) Which of the apparently necessary 
programs and projects are to be 
accomplished in full, which curtailed 
and which deferred until more pros- 
perous or more desperate times. 


In both countries, the military services 
must prepare, present and defend the defense 
budget, first before the top echelon executive 
branch officials and later before the legis- 
lature. After the money has been appropri- 
ated, the military must trim its planned 
activities to fit the available funds. It must 
adjust to changes in the military needs and 
if all other methods fail, it must prepare, 
present and defend requests for additional 
funds. 

Thus it may be seen that the major prob- 
lems in administration of the two national 
defense budgets are quite similar in nature. 


ORGANIZATION 


National Government Structures. 

It has often been stated that the 
Chinese Constitution was modeled after 
the Constitution of the United ‘States, 


but there are wide areas of difference in 
the major government organizations. The 
most notable of these differences are: 


(1) The divisions of the Chinese 
National Government into five mutually 
exclusive branches instead of the three 
in the government of the United States. 
In addition to the Executive Yuan, the 
Legislative Yuan, and the Judicial Yuan, 
which have about the same functions as 
the American branches, the Chinese have 
a Control Yuan and an Examination Yuan. 
The Control Yuan has the power of con- 
sent on most government appointments, 
impeaches and censures government offi- 
cials, and audits all government expendi- 
tures. The Examination Yuan has cogni- 
zance of the examination, appointment, 
evaluation and ranking, service rating, 
salary scales, promotion and transfer, 
security of tenures, commendation, com- 
pensation, retirement, and pension of all 
government employees, national, provin- 
cial, and local. 


(2) The President of China is the 
chief of state, but is not the head of the 
Executive Branch. A Premier, appointed 
by the President with the consent of the 
Legislature, is the head of the Executive 
Branch or Executive Yuan. The Presi- 
dent of the United States carries both 
burdens. 


(3) The congress of the United 
States is bi-cameral, whereas the Chi- 
nese Legislative Yuan is unicameral. 

The Chinese military forces are 
organized under a Chief of the General 
Staff, responsible to the President of the 
Republic and to the Minister of National 
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Defense. They have a Combined Service 
Force, a fourth service, which operates 
the arsenals, clothing factories, and 
other production facilities, and provides 
the Army, Navy and Air Force with dis- 
bursing services and other services of a 
minor nature. Each of the four services 
_is under a Commander-in-Chief. 


In spite of the difference in the 
political position of the heads of the 
Executive Branch, the members of the 
Chinese Executive Yuan have the same 
political status and authority as the 
members of the President’s Cabinet in 
the United States. The Chinese Minister 
of National Defense is comparable in 
authority and responsibility to the Amer- 
ican Secretary of Defense. 


Location of Budget Responsibilities. 

In the United States, the President 
and his Bureau of the Budget play the 
key role in the formulation of the national 
budget and its presentation to the legis- 
lature. China has no equivalent of the 
American Bureau of the Budget and those 
‘functions are performed by the Executive 
Yuan as a whole with the Minister of Fi- 
nance and the Minister of Economic Affairs 
playing important roles, and the Comptroller- 
General with his Department of Budget, 
Accounting and Statistics providing staff 
assistance. The location of the responsi- 
bilities for the various stages of defense 
budget administration are compared in 
Chart I. 


BUDGET PREPARATION 


Timing of the Budget Cycle. 

The American defense budget cycle 
allows more than fifteen months for prepara- 
tion, a year for obligation, and two more 
years for payment of the outstanding obliga- 
tions. The Chinese system uses about ten 
months for preparation, the one year for obli- 
gation, and less than two more months for 
payment of the outstanding obligations. The 
timing of the two budget cycles is compared 
graphically in Chart II. 

The shorter preparation time for the 
Chinese budget allows only two months for 
legislative action as compared to six months 
consumed by the Congress of the United 
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States. Similar reductions are noted in the 
top level executive review and departmental 
review times. 


These shorter preparation times permit 
the Chinese to use more up to date prices in 
their budget estimates and to project military 
requirements more accurately because cur- 
rent year budgets are known and their effects 
on budget year programs can be more accur- 
ately assessed. The crowding of the review 
times does not permit the thorough executive 
and legislative review found in the Ameri- 
can budget system. Thus the initial budget 
target or ceiling has more tendency to be- 
one the final answer in the Chinese sys- 
em. 

In the American defense budget, with its 
emphasis on obligation control, the obliga- 
tion authority for capital expenditures tends 
to be used late in the fiscal year and there is 
a last minute rush in May and June to obli- 
gate the amounts reserved for contingencies 
at each echelon of fund distribution. For the 


Chinese, although the military does keep a 
record of the obligations incurred, the princi- 
pal control is on the disbursement of cash, 
and there is a last minute rush to get things 
bought and paid for, before the final disburs- 
ing reports are made late in August. Under 
some circumstances, the Chinese may trans- 
fer both unexpended balances and unpaid 
obligations to the new fiscal year. 


Pre-Budget Plannin 

In the United States, preliminary esti- 
mates of the maximum available funds are 
arrived at through studies by the Treasury 
Department and the Council of Economic 
Advisors. This is matched against prelim- 
inary estimates from the major government 
departments by the Bureau of the Budget, 
and an executive policy is determined, in- 
cluding a tentative overall government ceil- 
ing. The Chinese system is quite similar 
except as to timing. The Executive Yuan 
sets a few broad administrative goals forthe 
budget year, and each of the top level 
budget units submits a priced Administra- 
tive Plan, which the Executive Yuan com- 
pares with the estimated availability or 
resources which is supplied by the Minister 
of Finance. From these, decisions are 
formulated as to the total budget ceiling, 
and the distribution of that ceiling by the 
Executive Yuan. 


| 
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Military, Political and Economic Pressures. 

The simple statement that a decision is 
made, ignores the massive military, political 
and economic pressures which must be re- 
solved in arriving at these momentous 
decisions involving the well-being and 
possibly even the survival of the nation. 
In the United States the questions of the 
adequacy of defense, the minimum assist- 
ance to allies, and the internal demand for 
ever-increasing government services must 
be balanced against each other and the total 
balanced against the necessity for contin- 
uing economic growth. 

The Chinese pressures are similar, but 
by no means the same. The Chinese govern- 
ment and a large part of the present popula- 
tion of Taiwan have been driven out of the 
mainland of China by military force. The 
national policy includes not only the pro- 
tection of the territory now held, but even- 
tual liberation of the mainland provinces. 
Therefore, the military is granted the total 
economic resources of Taiwan, less the 
minimum that is required for other govern- 
mental activities and less the minimum 
which can possibly permit the maintenance 
of a reasonable oriental standard of living 
for a rapidly expanding population. The size 
of the minimums are determined by political 
resolution of the economic and military 
pressures. 


Distribution of Budget Ceilin 

Both the ceilings a by the U. S. 
Bureau of the Budget and those issued by 
the Chinese Executive Yuan, immediately 
become the target toward which government 
departments aim their budget plans and 
supporting schedules. The U. S. Bureau of 
the Budget can adjust its ceilings and even 
the resulting budgets, to meet developing 
conditions right up to the time the Presi- 
dent’s budget goes to press, but the more 
Strained circumstances and the personal 
prestige factors in China, tend to make the 
ceilings issued by the Executive Yuan al- 
most sacrosanct. 


Within the Chinese Ministry of National 
Defense, an Office of the Comptroller, now 


functioning at the Deputy Chief of General 


Staff level, distributes the total defense 
ceiling in detail through subordinate head- 
quarters, specifying the amount for each 
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budget project for each suborganization. 
Because of the relative finality of the ceil- 
ings, these are not mere arbitrary decisions 
of the Comptroller of the Ministry of Nation- 
al Defense and his staff, but are the product 
of weeks of intensive negotiation. involving 
the key figures within the General Staff and 
the headquarters of each of the four ser- 
vices. With the distribution of the budget 
ceilings go sample formats designed by the 
Office of the Comptroller of the Ministry of 
National Defense. Detailed instructions 
including the submission deadlines for each 
echelon of budget preparing units, are also 
distributed as part of the budget call. 
In the American system, the Defense 
Department ceiling may be the result of a 
decision by the President or a recommenda- 
tion by the National Security Council, and 
does not have the final character of the 
ceilings issued in the Chinese budget sys- 
tem. In some recent years, there was no 
definite ceiling set for the U. S. Department 
of Defense. The formats for budget sub- 
mission are specified in the Bureau of the 
Budget Circular No. A-11, which is revised 
annually as required. The U. S. Secretary 
of Defense issues ‘‘Budget Guidelines’’ to 
the military in lieu of ceilings. These 
guidelines are based on program guidance 
or dollar limits received from higher author- 
ity and the force requirements set by the © 
Joint Chiefs of Staff. 


Preparation of Estimates. 

The preparation of the budget requests 
and supporting data under the American sys- 
tem continues from the pre-budget planning 
proposals of lower echelons of command. 
These are reviewed and revised at suc- 
cessive higher levels of command in light 
of the mosi recent changes in top policy and 
changes in estimates of price levels and 
fund availability. The American defense 
budget submission is a product of the head- 
quarters of the military departments, based 
on information supplied by lower echelons 
and tailored to fit the policies of the Depart- 
ment of Defense, the Bureau of the Budget 
and the President. It is an integrated 
budget plan for each military department. 

In the Chinese budget system, the low- 
est echelon concerned with budget planning, 
for example, a Naval Hospital, prepares 
complete estimates for itself, including the 
requirements of any subordinate or supported 


units. These basic budgets are collected 


at the next higher echelon, a budget added 
for the activities of the headquarters itself, 
and a summary or group of summaries com- 
piled. The -whole mass of information 
including copies of the complete submis- 
sions by subordinates, is forwarded up the 
chain of command. The final submission to 
the Executive Yuan and the Legislative 
Yuan, consists of copies of the budgets 
submitted by every echelon, including the 
lowest budget echelons, plus summaries by 
command, by appropriations and projects, 
and by object classes. 


Budget Reviews. 


The review of budget requests at each 
level in the United States tends to be quite 
thorough and results in revisions at almost 
every level. Comprehensive reviews are 
made, for example, at Army Area Head- 
quarters, at the Continental Army Command, 
at the Department of the Army, and at the 
Department of Defense before action is 
taken by the Bureau of the Budget. 

In the Chinese budget system, if a unit 
budget should happen to be under the ceil- 


ing, an immediate adjustment is made in the 
ceiling to make it match the budget. If a 
unit budget should be over the ceiling, only 
under the most urgent of unexpected circum- 
stances would the excess be given any 
consideration. Review consists mostly of a 
check to insure that directions as to ceiling 
and format have been complied -with. The 
military review is more thorough at the 
Ministry of National Defense level than at 
any other, since budget people of that level 
must present and: explain the completed 
budget, first to the Minister of* National 
Defense, then ta the’ Executive Yuan, and 
must later discuss it in the hearings of the 
Legislative Yuan. Yet even at this level, 
officials are bound by their previous com- 
mittments and have very little time to study 
the submissions in detail, therefore very 
few changes are made. 

The marked difference is again apparent 
in the review made at the top executive 
level. For the Chinese Executive Yuan, 
budgeting is a major problem, but by no 
means the only major problem since each of 
the members has a department of government 
to operate. They have also pre-committed 
themselves by publishing budget ceilings 
for each government department. The 
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Executive Yuan must usually accept pre- 
sentation of all budget requests and make 
its formal presentation to the Legislative 
Yuan within a two week period. The Ameri- 
can Bureau of the Budget spends six to 
twelve weeks in reviewing the budget sub- 
missions and preparing the budget presenta- 
tion. 

Although the Chinese Legislative Yuan 
does have committee hearings, the budget 
timing set by the Budget Law of June 1953 
allows them only two months to absorb, con- 
sider and vote on the annual budget for the 
whole government. Since they are prohibited 
by the Constitution, from increasing any 
budget, they concentrate on the areas in 
which they feel that savings can be effected 
without too great a disruption. 

The Congress of the United States goes 
over the budget in great detail twice, once 
in each house. They examine and pass 
judgment on policy, programs, implementa- 
tion, and pricing, and then they increase or 
decrease budgets accordingly. 


Appropriation Acts. 

The form and detail of the American 
appropriations generally follows that of the 
integrated budget submissions by the mili- 
tary departments. The Chinese appropri- 
ation act, on the other hand, shows only 
about twenty major divisions for the Defense 
budget and divisions of these between the 
services are not usually specified. Any 
inflexibility in the Chinese budget and 
fiscal system has its roots in tradition and 
in tight administrative control rather than 
in detailed legislation. 


BUDGET EXECUTION 


Distribution of Funds. 


After the budgets are passed by the 
legislature and given executive approval, 
the next process is the distribution of 
the obligation and expenditure authority 
to those who will initiate the purchase 
and those who will make the payment. 
American military funds are usually 
apportioned on a quarterly basis. The 
Chinese apportion most funds to the 
military monthly. Because of the differ- 
ence in defense organization and appro- 
priation structures, United States funds 
are apportioned directly to the military 
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departments, while the Chinese appor- 
tion defense funds to the Ministry of 
National Defense. 


Funds are distributed generally down 
the command channels in aman | or the 
flow of budget requests. However in both 
countries, the obligation authority is 
frequently passed an echelon farther down 
the scale than the lowest budget preparing 
units. 


In both countries the distribution of 
maintenance and operating funds is pre- 
ceded by a form of budget exercise known 
variously as a quarterly budget, a financial 
plan, a funding plan or a working plan. In 
general these serve the same purpose as 
the request for apportionment submitted by 
the U. S. Government departments to the 
Bureau of the Budget. The Chinese minis- 
tries and offices submit schedules of month- 
ly requirements for funds to the Ministry of 
Finance. In both countries, the plans of the 
lower echelons are used as a basis for 
allotting funds and are critically reviewed 
at the allotting level. The Americans re- 
view them primarily in budget circles for 
the purpose of making savings and thus 
preserving some flexibility wherever pos- 
sible. The Chinese review the plans to 
insure that the financial plans fit the 
operating orders issued, and approval of 
these plans rests more on other parts of the 
General Staff, especially the Deputy Chief 
of General Staff for Logistics, than it does 
on the budget people. 


The American system makes the decis- 
ions as to detailed fund use at local com- 


mand and technical staff levels within the 
three military Departments. The local 
commander exercises this discretion subject 
to inspection and criticism by senior levels 
of command. The Chinese system of de- 
tailed allotments and overly specific work- 
ing plan approvals from the General Staff 
level, leaves little discretion at service 
headquarters or local levels. For example, 
a school with 300 to 400 students would 
manage 25 to 30 pockets of funds without 
authority to shift between them. And yet, 
the total is so limited that 100% usage of 
every allotment every month is the rule 
rdther than the exception. 


Military Pay. 


Both countries handle the pay and 
allowances of the military through separate 
channels from other funds. Since rates of 
pay are fixed by law, the number and grades 
of military personnel control the rate of 
obligation and expenditure of military pay 
and allowances. Budgets, except for a few 
variable allowances, are prepared centrally, 
using service-wide personnel figures. 

The Americans control their military 
salary payments by comparing official 
personnel data with disbursing records at 
the local level and again in review and 
audit at the Finance Centers of the three 
military services. The rate of obligation 
is controlled by personnel administrators 
using centralized personnel records. 

The Chinese allot funds for military pay 
to the Finance Service monthly and all pay- 
ments are made by the Finance Disbursing 
Teams under central control. Payrolls are 
made up from information obtained from the 
individual’s personal ‘‘Identification, Pay, 
and Supply Book’’ and a coupon is detached 
from the book by the paymaster when he 
makes a payment. These individual books 
are issued under the direction of the person- 
nel administrators at the Ministry of Nation- 
al Defense level. 


Funding Small Units. 


Another noticeable difference in the 
funding practices of the two countries is 
found in the treatment of the requirements 
of small military units. Under most circum- 
stances, the United States attaches small 
military units to larger forces for support 
purposes. These larger units provide all 
necessary supplies and services, thus 
relieving the small unit of the necessity for 
handling funds. Even when the small units 
are granted allotments, their purchasing, 
accounting and disbursing are usually han- 
dled by larger units. Although the U. S. 
Navy does carry disbursing officers on 
ships as small as destroyers, they usually 
handle only salary payments and collections 
from internal resale activities such as the 
Ships Store. U. S. ships are normally sup- 
plied with issues in kind by shore stations, 
either directly orthrough stores issue ships. 

The lowest echelon with formal dis- 
bursing and accounting functions is about 


the same in both countries. The Chinese 
support system is not as centralized and 
each unit, regardless of size, must purchase 
some supplies for itself. Cash is paid to 
the unit commander of small units to cover 
the expenses of his unit. A log or journal 
is kept, showing each item of expenditure. 
Receipts for each purchase are held for 
examination by administrative inspectors. 
One copy of the journal is sent each month 
to the command furnishing the funds. 


Budget Reserves. 

In the United States, reserves may be 
set up within appropriated funds by law or 
by executive decision, for contingencies, 
for savings, or for future use. The execu- 
tive decision may be made by the Presi- 
dent, by the Bureau of the Budget, or by the 
head of the department or agency adminis- 
tering the appropriation. . The President 
also has an appropriated reserve for contin- 
gencies. 


The Chinese Budget Law of June 1953, 
sets up two reserves. One is a percentage, 
usuafly 3% or 5%, of each appropriation 
which must be held in reserve by the agency 
or department administering the appropria- 
tion. This reserve may be released by the 
head of the agecny when circumstances 
require it. A report has to be made of the 
reason for the release of the funds from the 
reserve. The other reserve is appropriated 
as a reserve. It may be used to meet emer- 
gencies as decided upon by the Executive 
Yuan, but any apportionment from this re- 
serve must be covered as soon as possible 
by the submission of a supplemental budget 
request to the Legislative Yuan. Under the 
present circumstances, the Ministry of Na- 
tional Defense uses its full share of both 
reserves, 


SUMMATION 


The Better System. 


The breadth and complexity of the two 
defense budget systems makes it impracti- 
cal to try to label one as better than the 
other. Both systems are compromises 
between precision and timeliness. Both 
systems have their strong points. 


Advantages of the Chinese System. 
The Chinese defense budget system has 
several advantages. Among them are: 


(1) The budget is prepared over a short- 
er period of time, thus permitting 
the use of more recent cost experi- 
ence and reducing the probability 
of radical changes in programs or 
other conditions between the time of 
the ceiling distribution and local 
budget preparation, and the utiliza- 
tion of the funds. 


(2) The inflexibility of the Chinese 
ceiling - budget - allotment process 
for most projects, allows local com- 
mands more time and assurance in 
planning the detailed use of some- 
what inadequate funds. It also 
reduces the tendency to hold re- 
serves for unexpected demands at 
each level of command. 


(3) The distribution of a fixed amount 
of expended cash funds to com- 
manders of small units reduces for- 
mal accounting by non-specialized 
personnel to a minimum, and pre- 
serves flexibility of unit support 
and movement in a land where trans- 
portation is a problem. 


(4) The use of the commercial practice 
of carrying forward unpaid obliga- 
tions and unexpended funds to the 
_next fiscal year permits the fiscal 
period to be closed, audited and 
cleared in a matter of months as 
against years required by the Ameri- 
can system. 


Advantages of the American System. 


The Defense budget system used by the 
United States also has many advantages, 
including: 


(1) A more objective and thorough review 
of budget plans at all levels. More 
time is allowed for reviews. Tradi- 
tion permits changes either up or 
down at each level, though most 
changes are down. More thorough 
budget planning and more thorough 
operations planning are required by 
the reviews. They also bring both 
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guidance and pressure for manage- 
ment improvement. 


(2) The ability to change budgets during 
the executive and legislative re- 
view stages, makes possible last 
minute changes to compensate for a 
general price shift or a marked’ varia- 
tion in economic conditions. 


(3) The allotment system in use permits 
a wide area of discretion to be ex- 
ercised at each fund distributing and 
fund using echelon. The greater 
flexibility encourages local adjust- 
ment of fiscal plans to support more 
efficient and more effective opera- 
tions. 


(4) The accounting system carries the 
ebligations of each fiscal year as 
an entity for two extra fiscal years, 
regardless of the date of delivery of 
the goods and services or the date 
of final payment. This permits firm 
committments for major items with a 


long production lead time without 
mortgaging future appropriations and 
improves congressional control over 
obligation authority. 


Changes and Improvements. 

Any comparison of active human organi- 
zations must be taken at, particular points 
in time for the same reason that an account- 
ant must date his balance sheet. Changes 
are continuous. 
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It is obvious from the opposing nature of 
the advantages listed above, that the defense 
budget systems include a number of con- 
tinual compromises, between the need for 
more time to study and review budget pro- 
posals and the progressive inaccuracy of 
longer range budget predictions; between 
central planning or coordination and local 
discretion or flexibility; between overly rigid 
plans and unpredictable changes; and be- 
tween the desirability of controlling the 
creation of government obligations and the 
need for planning and controlling the annual 
expenditures of cash. Changes in the mili- 
tary, economic, or political conditions shift 
the foundations of the compromises and 
result in changes in the budget system. For 
example, the shorter budget preparation time 
used by the Chinese was part of an effort to 
cope with a rapidly changing war situation. 
Recent efforts to extend the preparation 
time failed because of practical and political 
difficulties in predicting economic and rev- 
enue changes so far in advance. 


In both countries, there is continual 
effort to better adapt the budget systems to 
the needs of national defense. In the United 
States, the Congress supplies much of the 
force behind the movement. In China, the 
insistent demand for more and better mili- 
tary forces has induced the Ministry of 
National Defense to lead the way both by 
making the changes they can make internally 
and by requesting specific modifications or 
exceptions to the directives promulgated 
at higher levels of government. 


CHART I 


Distribution of Defense Budget Responsibilities 


In the United States 


Budget Steps 


In China 


President 
Cabinet 
National Security Council 


Set Country Objectives 


President 
Executive Yuan 


President 

Bureau of Budget 

Secretary Treasury 

Council of Economic 
Advisors 


Set Country Dollar 
Ceilings 


Executive Yuan 
(Finance Minister) 


President 

Joint Chiefs of Staff 
National Security Council 
Secretary Defense 


Set Military Objectives 


President 

President’s Military 
Advisors 

Defense Minister 

General Staff 


President 
National Security Council 
Bureau of Budget 


Set Military Dollar 
Ceilings 


Executive Yuan 


Secretary Defense 
National Security Council 


Set Service Dollar 
Ceilings 


Defense Minister 
(Comptroller) 


Military Departments 
Intermediate Commands 
Technical Service 
Management Bureau (Navy) 


Set Command Doilar 
Ceilings 


Defense Minister 
(Comptroller) 


Bureau of Budget 


Call for Preliminary 
Estimates 


Executive Yuan 


Navy Bureaus 

Army Technical Services 
Air Materiel Command 
Local Commands, Army 
Local Commands, Air 


Prepare Basic Budget 


Navy Bureaus and Local 
Commands 

Army and Combined 
Service Force 
Technical Services 
and Local Commands 

Air Major Commands 


Intermediate Commands 
Military Departments 
Defense Department 
Bureau of Budget 


Review and Combine 


Intermediate Commands 
Service Headquarters 
Ministry of Defense 
Executive Yuan 


President 


Present to Legislature 


Executive Yuan 
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Chart I - Continued. 


In the United States 


Budget Steps 


In China 


Defense Department 
Joint Chiefs of Staff 
Military Departments 
Major Air Commands 
Army Tech. Services 
Navy Bureaus 


Furnish Witnesses to 
Testify at 
Legislative Hearings 


Defense Ministry 
Service Headquarters 
General Staff 


President 


Executive Acceptance 


Executive Yuan 


Bureau of Budget 


Apportionment 


Finance Minister 


Military Departments 
Intermediate Commands 


Issue Allocations 


Defense Ministry 
(Comptroller) 


Military Departments 
Intermediate Commands 


Issue Allotments 


Intermediate Commands 
Service Headquarters 


All Levels of Command 


Obligate Funds 


All Levels of Command 


Army, Navy and 
Air Force 
Disbursing Offices 


Disbursing 


Combined Service Force 
Disbursing Offices 


Army, Navy & 
Air Force 
Finance Centers 


Central Disbursing 
Control 


Combined Service Force 
Accounting and 
Auditing Office 


Navy and Air Force 
Comptrollers 
Army Audit Agency 


Internal Audit 


Defense Ministry 
(Comptroller) 


General Accounting 
Office 


Final Audit 


Control Yuan 
(Ministry of Audit) 
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CHART II 


Timing of Budget Cycles 


Budget operations performed during Fiscal Year 1960 


Jan Feb Mar | Apr May Jun | Jul Aug Sept | Oct Nov Dec 


Work on 
Fiscal Year 


1957 
1958 
1959 
1960 
1961 
1962 


1957 
1958 
1959 
1960 
1961 
1962 


CHINESE BUDGET SYSTEM 
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AMERICAN BUDGET SYSTEM 


AUTOMATIC DATA PROCESSING: ROLE IN LOGISTICS PROGRAM 


Major General L. P. Dahi, Comptroller, Air Materiel Command, Wright-Patterson AFB, Ohio 


The views expressed herein do not necessarily reflect the official views of the United 
States Air Force nor the Comptroller of the Air Force. 


_ Data processing is not a new requirement 
of the Air Force; nor for that matter is mech- 
anized data processing an entirely new technique. 
In the now distant past, during World War II, 
automatic data processing was primarily limited 
to reporting of events; such as personnel statis- 
tics, aircraft inventories and stock balances. 
Our major problem in logistics at this time is 
the gap that exists between availability of data 
and the making of management decisions. 
Gathering the data is in itself a laborious and 
slow process, and oftentimes decision making, 
of necessity, preceded the availability of re- 
liable facts. 

In 1948, this situation prompted the intro- 
duction of punch card accounting machines for 
direct in-line support of such basic systemsas: 
stock control and distribution, materiel requi- 
sitioning and maintenance production control. 
Thus began the use of punch card accounting 
equipment for day-to-day support of logistical 
systems. This placed anentirely different com- 
plexion upon the Comptroller’s role in data 
processing. Instead of providing reports on an 
after-the-fact basis, we were concerned with 
providing information which indicated current 
daily trends sothat timely management decisions 
could be made. The utilization of punch card 
equipment in support of our day-to-day logistical 
efforts proved to be an outstanding success for 
the needs of that time. 

In 1954, the ever-increasing complexity of 
logistics systems supporting our rapidly expand- 
ing and changing Air Force, coupled with the 
technical breakthrus in computer technology, 
caused the Air Materiel Command to explore 
potential of digital computers for support of our 
mission. Initially, AMC established five data 
computing centers, each authorized to pursue an 
independent course in developing ADP systems 
for certain elements of the logistical operation. 
We soon learned that the five centers did not 
possess ADPE capability to accomplish the job 
that we had in mind. Experience proved that 
communications were just not adequate toserv- 
ice the total AMC complex thru the five centers. 

Accordingly, our plan was revised to pro- 
vide computer capability at all of our AMAs and 
Depots. However, although we changed the plan 
and placed computers at each AMC installation, 
we continued the philosophy of allowing each 
computer organization to exercise independent 
judgment in the development of mechanized lo- 
gistic systems. This was done to encourage the 
development of new techniques as well as toob- 
tain an early pay-off from the use of computers. 


This proved to be a mistake. After a short 
period of time, in reviewing the systems that 
were being independently developed, we deter- 
mined that our efforts were being duplicated. 
The systems designed to accomplish the same 
result were not compatible with each other, and 
with other related systems. This condition 
created serious problems from our customer’s 
viewpoint; internally within the AMC, and with 
industry. 

This, then brings us to the present method 
of operation. In order to overcome the early 
fallacies in managing our computer systems 
development, we instituted a plan which called 
for a tight centralized control and standardiza- 
tion of our efforts. Generally, this plan estab- 
lished pilot depots to which were assigned spe- 
cific areas of mechanized logistics systems de- 
velopment and programming. It should be noted 
that there were no areas of duplication of sys- 
tems assignment. I mean to say here that each 
depot had a specific task to accomplish and al- 
though these tasks might relate to other depots’ 
assignments, they did not overlap. This over- 
came one of our problems in which we had sev- 
eral people trying to plow the same ground. 
Also, in this scheme of things, the logistics 
policies and ground rules to be followed were 
laid down by the Headquarters. Obviously, this 
overcame the objection of having several varia- 
tions of policies represented in our interrelated 
systems, and accordingly insured that the neces- 
sary interplay between these systems could be 
achieved. 

Last year, despite the progress we were 
making, more projects and areas of application 
were identified than could possibly be accom- 
plished within our programmed EDPE and per- 
sonnel resources. it was obvious that we had 
either under-estimated the size of the logistics 
task in AMC or had over-estimated the produc- 
tion capability of this new piece of data process- 
ing equipment. This condition prompted us to 
take a hard look at those individual systems that 
we had intended for EDPE application. At this 
point, it was determined that some shrinking was 
required to differentiate between the ‘‘mustdo’’ 
and ‘‘ought to do’’ projects. This has been ac- 
complished, and we now have what we call our 
‘*Prime Projects.’’ These are the systems that 
in our opinion are basic to successful logistics 
support. 

At this point I will briefly review each of 
those systems with you: 

First: Stock Control and Distribution for 
Weapons Systems, Commodity Classes, and 
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major items of supply (Propulsion Systems and 
Electronic Schemes). 

Second: Requirements Computations for 
Consumption and Replacement Type Items. 

Third: Due-In Assets from Central Pro- 
curement, intra depot transactions and other 
governmental departments. 

Fourth: Air Force and Federal Cataloging. 

Fifth: Maintenance Materiel Support for 
AMC activities. 

Sixth: VGH (Velocity - Ground - Height) 
Project which provides fatigue analysis of air- 
craft structures. 

Seventh: PIC Project which provides an in- 
tegrated system of accounting, finance and con- 
tract administration functions at ADPs and 
AFPROs. 

To accomplish this group of systems will 
require some $30 million dollars worth of EAM 
and digital computers for FY 60, plus a systems, 
programming, and operating staff of some 6,000 
people. During this period of time, AMC will 
have in operation approximately 20 large scale 
EDPE, 30 medium scale EDPE and 3,000 pieces 
of PCAM. Not to be under-estimated is the huge 
task of installing these systems at our installa- 
tions. As can be seen by the array of projects 
that we have previously discussed, we are strik- 
ing at the very heart of Air Force logistics. 
The impact of such changes will not only be 
internal to AMC, but will be felt by all our cus- 
tomers. All our effort is being expanded for 
one sole purpose; that is to provide better sup- 
port to the operating commands of the Air Force. 

Our limited experience to date has demon- 
strated that our confidence in this ADP logistic 
support program is justified. However, we do 
not mean to infer that this program is without 
problems. Four major problems are: 

a. The first problem has to do with the use 
of different manufacturers’ equipment. In the 
interest of stimulating competition toward the 
development of superior computers, we have 
followed a course of introducing different manu- 
facturers’ computers into the operations of the 
AMAs and AFDs. This causes an increased 
expenditure of time and effort in the develop- 
ment, installation and surveillance of ADP sys- 
tems, since a given system must be programmed 
and re-programmed to suit the peculiar specifi- 
cations of each manufacturers’ machines in- 
volved. Consequently, training, administration 
and operating costs are increased; and our 
management task becomes more complex than 
would be the case if we had standardized using 
one manufacturer’s line of equipment. I recog- 
nize that we cannot, nor do we want to dictate 
that one manufacturer shall have all or a lion’s 
share of the business. Stimulated competition 
must continue! Nevertheless, we must recog- 
nize the need in our business-for a reasonable 
degree of equipment standardization, if we are 
ever to economically achieve over-all maximum 
systems effectiveness. To aid in overcoming 


the problem, I propose that an Air Force Comp- 
troller committee be established with the sole 
objective to study this condition. I would also 
recommend that we keep the five or six major 
manufacturers in the business, but not to the 
extent that the lowest installation can arbitrarily 
select from all the competitive equipments. 
Probably, we should establish at some given 
level specific areas in which each of the major 
contractors would operate solely. As an exam- 
ple, we might establish it at Service level; IBM 
for Air Force; Sperry Rand for Army; Burroughs 
for Navy, etc. On the other hand, we might 
establish the demarcation internally within the 
Air Force -- perhaps by Major Command. Pur- 
suing this line a little further, rather than estab- 
lish demarcation by Major Command in the Air 
Force, we might select functional areas, suchas 
personnel and administration, logistics, finance, 
etc. Such an alignment for any one manufac- 
turer, at a minimum, would have to exist long 
enough to permit maximum systems stabiliza- 
tion. Thereafter, the competitive quality of the 
different manufacturers’ products would estab- 
lish continued alignment or realignment. 

b. The second problem concerns lack of 
standardization in data terminology and record- 
ing. As you know, systems development prior 
to the advent of digital computers was accom- 
plished on an incremental basis. Each system 


‘was designed to fulfill the immediate require- 


ment of a specific function, and there was little 
attempt to correlate this system to the require- 
ments of another. As an example, the first 
mechanized stock control and distribution sys- 
tem was designed to satisfy this specific need 
and did not necessarily consider the needs of 
Maintenance and Procurement systems. This 
was largely occasioned by the fact that punch 
card equipment did not have sufficient capacity 
to consider the total integration. Also, our sys- 
tems people were so long involved in such a 
restrictive environment that the opportunity to 
integrate was often overlooked. This brings me 
to my primary point: -- Digital computers have 
capacities to overcome this type of restriction. 
However, the task of obtaining standard termi- 
nologies and definitions of data must be accom- 
plished before we can satisfactorily progress in 
systems integration. Some research has been 
accomplished; however, this research, ineffect, 
has only shown us the size of the problem and 
has not yet progressed to the point where the 
solutions are forthcoming. For example, we 
found as many as ten different ways of record- 
ing stock numbers. In addition, many of the 
codes which are in common use throughout the 
Air Force did not have the same meaning from 
one system to another, nor are they recorded 
in exactly the same manner. This is a serious 
problem in communications when it concerns 
computer systems. Too often we must spend a 
great amount of man-hours around conference 
tables just to make sure we understand each 
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other and that the terminologies are acceptable 
to all. Don’t forget, the machine cannot confer, 
. nor can it think! The magnitude of the work in- 
volved to assemble, correlate and define ele- 
ments of data is sizeable; and it cannot be re- 
solved by Comptroller personnel alone. It must 
receive the necessary priority and attention of 
all the Air Force Staff. 

c. The third problem concerns data input. 
In our over-all systems development program, 
there is one common fallacy deserving special 
attention, that is the control of data in-put. I 
have two observations to make: 1 believe the 
manufacturers development of in-put devices is 
lagging considerably behind the basic equipment; 
and our systems planning people have neglected 
to fully explore the advantages of in-put devices 
presently available, and in general have not 
given sufficient attention to the proper design 
of the in-put area. To illustrate my point, many 
of our systems have as a method of in-put a 
review of information by clerks, transcribing of 
this information, with certain interpolations, key 
punching of the transcript and converting of 
punch cards into magnetic tape. To correct the 
problem I believe we as computer users must 
first urge the equipment manufacturers to pro- 
duce in-put devices which are at least as ad- 
vanced as the basic computer equipment; and, 
secondly encourage our systems personnel to 
completely review the in-put areas, and take 
maximum advantage of existing in-put tech- 
niques and devices. 

d. The fourth problem relates to program- 
ming costs. We are continually concerned with 
the amount of time required to program and 
code the individual systems being developed, and 
the time required to introduce changes to these 
ADP systems. Incidentally, this is a problem 
which is not peculiar to AMC. The problem is 
generally recognized by all manufacturers and 
users of computers. As a major step toward 
solution of the problem, OSD recently estab- 
lished a group to develop a common language for 
automatic coding of programs for all computer 
manufacturers. The group comprises repre- 
sentatives from all the major manufacturers of 
computers with participants from Department of 
Defense agencies. It is estimated that present 
programming and coding time will be cut in 
half when a common language automatic coding 
technique becomes available for use.’ 

Even with the large capacities of computers 
available today, we foresee a need for even 
greater capacities and speeds if we are to keep 
abreast of the logistics requirements of our 
rapidly moving Air Force. Tasks that are now 
being accomplished in hours, must, inthe future 
be done in minutes to provide immediate re- 
sponsiveness to the operating commands’ logis- 
tics requirements. 

In our future plans we are being guided by 
our past and present experience. Every tech- 
nological break-through in the ADP science has 


tended to widen the gap between systems design 
concepts and the capability of the equipment 
being developed. I do not imply that systems 
development has not been dynamic. In fact, in 
some instances in our eagerness to improve 
systems, we have made far too many changes 
within a short span of time. Systems develop- 
ment must, of its very nature, proceed at a 
slower pace. Systems must be programmed, 
thoroughly tested and digested. Once a system 
is implemented, we are, of necessity, tied to it 
for a considerable period of time. The applica- 
tion of new equipments must be evaluated in line 
with re-programming costs as compared with 
pay-off benefits of the new equipment. It is not 
proper to think that we can continue to speed up 
the individual segments of our logistics pro- 
grams, continuing to utilize the same old ground 
rules and policies. Our present program in AMC 
is to implement the systems comprising the 
hard core of today’s logistic support using the 
present generation of EDPE. Our plan for the 
future is to step around today’s logistics support 
concepts, and design a logistics way of life in- 
dependent of present concepts to support the ad- 
vanced weapons entering the Air Force in- 
ventory. 

Action has already been taken in AMC to 
get at this problem. We are presently design- 
ing a system which we hope will be the prelude 
to an ultra logistic system, taking into con- 
sideration the latest innovations in high speed 
communications, digital computers and materiel 
transportation media. The first segment ofthis 
advanced logistic system is being tested in sup- 
port of the Atlas missile -- and soon of the 
Titan. It encompasses such procedural con- 
cepts as central accountable records of all 
stock essential to the weapon system, both 
wholesale and retail, automated re-supply of ma- 
teriel; central computation of storage levels of 
all logistical points and central computation of 
net weapons systems materiel requirements. 

Many routes are open to us in accomplish- 
ing our mission in the future. This prompts me 
to ask you to reflect and consider the following 
thoughts which I want to leave with you: 

First: Conscious of the fact that we have 
not entirely optimized our use of current ADPE, 
should we settle for some hardcore systems, 
get them fully operational and move only with 
the big advancements in technology? If so,a de- 
cision to stabilize for a definite period of time 
appears to be in order. Or, do we continue 
to move into more sophisticated ADPE as it 
comes out of the manufacturer’s plant? If so, a 
decision must be made to halt continued acqui- 
sition of current equipment and start on systems 
design now for the proper utilization of the next 
generation of equipment. 

Second: Centralization and standardization 
are two necessary elements in any considera- 
tion of proper ADPE utilization. Without these, 
we cannot ever hope to achieve an integrated 
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data system for Air Force management pur- 
poses. But, are we ready, in each individual 
command, to comply with such regimentation; 
and will we discipline ourselves to make no 
change in procédures without direction from a 
centralized agency? Further, in whom and at 
what echelon of command will this authority be 
vested? As you know, AMC has responsibility 
for developing a world-wide logistics application 
of ADPE to include mechanization at the base 
level. In our research, we have reached the 
conclusion that the Base Commander’s logistical 
responsibilities cannot validly be separated from 
his operational responsibilities. Therefore, all 
his management data should result from an in- 
tegrated base system, operating within anover- 
all Air Force system. Obviously, this trans- 
cends the mandate given to AMC. 

Third: Historically, the Comptroller has 
had sole management responsibility for PCAM 
and ADPE. Application of systems to PCAM 
was, more or less, mechanization of a desig- 
nated way of doing business. Is this true of 
ADPE? Here, systems design, an operational 
matter, and systems application are so inter- 
woven that current organization and functional 


CORRECTION: 


responsibilities should be reviewed. If the next 
generation of equipment necessitates the estab- 
lishment of ADP Centers as servicing agencies 
to all military area activities, is it proper that 
we as Comptrollers should retain this respon- 
sibility? 


Fourth: The cost of ADPE is increasing 
annually. lf we consider the stated requirements, 
this increase becomes alarming; since over-all, 
no significant budgetary increases are antici- 
pated. ADPE then, must come at the expense of 
other budgetary items. Where do we draw the 
line for ADPE costs? Certainly, our attention 
must be directed to definitizing the management 
data needs of the Air Force, the development 
of a system to provide the data needed for de- 
cisions through optimization of ADPE and, atan 
acceptable cost. : 


One last thought: Frankenstein devoted all 
his thought to the capabilities of his mechanical 
monster and none to the parallel development 
of his own ability to direct and control it. He 
was an able scientist but a very poor manager; 
and because he failed to grow with his monster, 
he was destroyed by it! 


The contents page of the June 1960 issue indicated that 
“‘Wheels for Wings,’’ an article submitted by William T. 
Wilson, Senior Programmer, Data Processing Division, 
Comptroller, Memphis AF Depot, was printed on page 46. 
This article was scheduled for publication in a subsequent 
issue. The Printer regrets the error. 
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Cost-Based Budgeting Developments in the Area of the Appropriation for 
Operation and Maintenance 


Mr. Laird G. Morris, ODAB, Chief, Budget Systems Management Branch, Budget Plans 
Division, Office, Director of Army Budget, OCA, DA 


A major problem encountered by the Army 
in operation and management in the area of the 
appropriation for Operation and Maintenance, 
is the system of financial controls imposed by 
the Office, Secretary of Defense. 

The Department of the Army has been 
pressing OSD to provide relief from the present 
quarterly obligation controls at the budget 
program level and the requirements to distribute 
O&M of F costs. During the past year, this has 
consisted of field visits, in which representatives 
of both OSD and BOB were shown the problems 
first hand, informal discussions with OSD and 
BOB representatives and a briefing on 23 Feb- 
ruary 1960 at which time the Army formally 
presented its problems and recommended solu- 
tions. 

In regard to financial controls, the DA 
objective is: Lump-sum apportionment based 
upon a phased operating program and budget in 
appropriate detail, and with administrative ac- 
countability for execution of the program and 
budget as approved. We have confidence the 
operating agencies can and will carry out their 
approved programs and budgets within reason- 
able limits. If we did not have such confidence, 
we would not ask for the authority. 

Specifically, the Army would like tohave and 
recommends the following pattern of financing 
authorizations: 

a. Obligation limitations at the appropriation 
level, cumulatively on a quarterly basis. 

b. Funded cost authorizations at the budget 
program level on an annual basis with an 
acceptable latitude, Army-wide for adjustments 
between programs. 


c. All obligations to be accounted for and — 


reported at the appropriation level. All costs 
to be accounted for and reported at budget 
program level and below. 

d. The net change in inventory and unde- 
livered orders would then represent the dif- 
ference between budget program costs and the 
appropriation obligation limitations on an annual 
basis. 

Chart No. 1 (Financial Controls) may helpto 
explain just how the recommended financial 
controls would work. It will be noted that all of 
the resources are at the appropriation level. 
This particular recommendation does not en- 
vision either the vertical or horizontal stock 
fund at the installation level. 

Under this plan, the obligational require- 
ments at the appropriation level would be based 


upon the costs to be incurred in each program, 
the inventory and undelivered orders on hand at 
the beginning of the year and the inventory and 
undelivered orders which should be on hand at 
the end of the year. It is important that no 
specific limitation be established for the net 
change in inventory and undelivered orders 
since this would not provide a meaningful control 
which can be exercised and would have us 
continually in trouble. By this it is meant that 
adjustments in the resource area would make 
ineffective any particular dollar control per se, 
and would perpetuate a major problem in that 
no one is able to precisely and accurately fore- 
cast deliveries, contract accomplishment, and 
consumption of resources within specific time 
periods. The controls to be exercised would be 
the obligation control over the procurement of 
resources by the appropriate resource mana- 
gers, which would be the input to this resource 
area and the control of costs to be incurred by 
the various operating activities which would 
control the output or consumption of the re- 
sources. Therefore, under the proposal, the 
resources would be managed at the appropriation 
level on the basis of obligation, and operations 
would be managed at the program level and 
below by the individual activity and subactivity 
directors on the basis of costs. 


These recommended controls are compatible 
with the present system and will provide at each 
level of command and activity the degree of 
latitude necessary to accomplish assigned mis- 
sions and functions. A basic premise is and 
must be that operating agencies would adhere to 
approved programs and budgets, and if cir- 
cumstances require adjustment, local authorities 
would not be exceeded without approval from the 
next higher authority. 


In addition to seeking relief from the present 
restrictive obligational controls, the Army pre- 
sented the problems it is experiencing in the 
area of administering Operation and Maintenance 
of Facilities and the requirement to distribute 
these costs to the various benefiting programs. 
As a result of the DA actions and presentation, 
OSD indicated that: 

Cost authorizations at the budget program 
level would not be established until such time 
as cost based budgets for the Operation and 
Maintenance appropriation are submitted to 
Congress. This will not take place, according to 
OSD, before FY 1963. Therefore, the Army must 
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look forward to obligation limitations at the 
budget program level through FY 1962. 

Quarterly obligation limitation at the budget 
program level would be removed and established 
on an annual basis, maintaining however, a 
quarterly cumulative obligation limitation at the 
appropriation level. 

Most of the requirements for. distributing 
O&M of F costs could be eliminated. In this 
connection, the FY 1961 operating budgets are 
being revised to reflect the new O&M of F 
procedures. Funding for FY 1961 will be on the 
new basis. Basically, the procedures eliminate 
the distribution of O&M of F costs within the 
O&M,A appropriation except to depot overhaul 
shops, major training activities, ARADCOM and 
Property Disposal Activities. The distribution 
of O&M of F costs to these major elements is 
further restricted to those costs which can be 
directly identified with these respective mis- 
sion activities in the 9030 and 9040 area. Chart 
No. 2 reveals how these policies will be imple- 
mented. 

The horizontal stock fund now used in 
Third U.S. Army be extended to all CONUS 
installations and broaden the scope to include 
all consumable material locally purchased or 
otherwise financed under the O&M,A appropria- 
tion. The Army position was to reaffirm its’ 
agreement that no further action be taken in 
connection with the horizontal stock fund until 
such time as a complete evaluation of the 
Third Army test could be made. This evaluation 
is to be accomplished in the period July through 
October and the results will be announced after 
completion. 

The Army is to transfer all centrally pro- 
cured capital items and spare parts now financed 
in O&M,A from the O&M,A appropriation to the 
PEMA appropriation and stock fund. The Army 
position was that it would review all items, 
except communications equipment, now procured 
centrally with O&M,A appropriation and deter- 
mine those items which should be transferred to 
the stock fund and those which should be 
transferred to PEMA for financing. These items 
to be transferred in FY 1962. Results of these 
actions will be announced so that necessary ad- 
justments may be reflected in the FY 1962 Opera- 
ting Budgets. The transfer of the centrally pro- 
cured communications (capital) equipment from 
O&M,A to PEMA, was deferred until the single 
manager assignment for communications has 
been made. 

The Army will eliminate the practice of using 
the carrier program for the initial obligation 
of local long lead time contracts which can be 
readily identified as solely benefiting a single 
minor budget program at the time the obligation 
is incurred. 


The Army considers these readily identifi- 
able obligationS to include only contracts for 
mission activities solely benefiting and ulti- 
mately costed to a single budget program. This 
provision will be implemented in FY 1962.Com- 
mands and agencies will be requested to provide 
for this change in part 2 of their fourth quarter 
Cost and Performance Report. This does not 
include locally procured inventory or O&M of 
F contracts which will continue to be initially 
obligated in the carrier program. 

Now to some background information which 
should be known regarding budgeting, and ac- 
cepted with the attitude if the Army is to expect 
higher headquarters to provide relicf from 
restrictive controls, it must show that their 
trust is well placed. For example, the House 
report from the Committee on Appropriations, 
Department of Defense Appropriation Bill 1961, 
among other things, had this to say: 

1. Reprogramming of Funds - The Com- 
mittee, for some time, has been concerned with 
reprogramming of funds previously appropriated 
on the basis of specific justifications and re- 
presentations made by the Defense Department 
during the course of the Committee’s hearings. 
Last vear, as a further measure to improve its 
control over appropriated funds, the Committee 
directed the Department of Defense to submit 
an individual report on each major repro- 
gramming (over $1 million) action promptly 
after it is approved. 

2. Recognition of Changes - The Committee 
has always recognized that there will be some 
unforeseen changes in operating conditions dur- 
ing the period between the Congressional Hear- 
ings and the obligation and expenditure of 
funds. The effective and economical accom- 
plishment of many important programs, there- 
fore, might well be seriously hampered if the 
Defense Department were required to adhere 
rigidly to the specific detail of the justification 
presented to the Committee during the hearings. 

3. Integrity of Justifications - On the other 
hand, a lessened requirement in one category 
of cost does not imply either the right or the 
need to correspondingly increase some other 
category of cost embraced by the appropriation. 
Moreover, it has never been nor is it the 
intention of the Committee at this time, to 
permit the military department to have un- 
restricted freedom in reprogramming or shift- 
ing funds from one category or purpose to 
another without prior notification or consent 
of the Committee. Therefore, in the matter of 
reallocating amounts within appropriations, the 
Committee will continue to insist, as an added 
means of maintaining control over the use of 
funds, that the Departments and officials having 
expenditure jurisdiction keep faith with the 
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Committee and the Congress by respecting the 
integrity of the justifications presented in sup- 
port of the budget requests. 

4. Inherent Right of Congress - Strict ad- 
herence by the Department of Defense (and the 
Army) to the procedures already in force ahd 
to the past direction of the Committee may 
avoid the need for an expansion of limitations 
and other restrictions in appropriation language 
or perhaps an eventual return to the ‘‘line-item’’ 
approach to Congressional action on Defense 
programs. The Congress is intensely interested 
in protecting the best interests of all the public 
in this regard. The desire is to obtain the most 
for the money and avoid waste and extravagance. 
Therefore, the Congress cannot, must not and 
has no intention of yielding complete control 
over the use of public funds to the Executive 
Branch of the Government at any level. 

Members of the Office, Secretary of Defense 
share many of the feelings expressed in this 
report, insofar as the Army responsibility to 
them is concerned. For example, the Deputy 
Comptroller (Budget) believes generally that 
without the provision of RS 3679 there would 
be no orderly means of insuring financial dis- 
cipline or the accomplishment of programs as 
presented and justified. When the Army is faced 
with these attitudes, whether they are founded 
or not, it makes the job of getting relief from 
restrictive controls most difficult. It seems im- 
portant then to know what the DA responsibilities 
are in attaining these objectives and combating 


these attitudes by establishing mutual respect 
and confidence. What are some of the most im- 
portant of these actions? 

First, the Army must strengthen its program 
system to the point where it becomes the means 
of telling clearly what should be done, as well 
as what should not be done. This will eliminate 
the necessity of cstablishing financial ‘‘gim- 
micks’’ to attempt to enforce discipline. Second, 
the DA must accept the fact that it has a re- 
sponsibility to keep faith with higher authority 
and carry out the programs as presented and 
justified in the operating budgets. This is a 
prerequisite to the attainment to mutual respect 
and confidence which play a most important 
role in budgeting. Third, the Army must main- 
tain accurate records and render reports which 
directly reflect the way resources were applied 
and finances managed. Fourth, the system must 
provide both the operator and the resource mana- 
ger with meaningful data by which they may 
apply these controls and exercise judgment in 
carrying out their responsibilities. It is at this 
level that the funds are expended and costs 
incurred. Therefore, this is the level which can 
either ‘‘make or break’’ us. And finally, the 
system must be responsive to the requirements 
of higher authority. 

Demonstrated integrity in the DA system 
and reports is the best means of selling to 
higher authority our recommendations and to 
have them approve our recommended system of 
controls. 
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APPENDIX IV 


Summary of Changes 
Q&M of F 
PRESENT FY 1961 
1. Regulations. 
a. AR 35-316 a. To be rescinded. 


b. AR 10-50, AR 37-1, AR 37-108, 
AR 35-273. 


Local negotiation method between tenants 


designated by Hqs., DA and host installa- 
tion for administration of O&M of F. 


F costs (AR 35-316). 


Same as 3 above for other appropriations 
and funds. 


Non-recurring New-Work (9030-1600) 
budgeted and funded thru tenant command 


- channels. 


. O&M of F where RDT&E is the host. 


O&M of F where AIF is host. 


. Formula system for distribution of O&M of 


-40- 


b. To be changed regarding distribution and 
billings. 


No change. 


a. O&M of F costs distribution are limited to 
directly identifiable costs accruing tothe 
immediate sole benefit of specified activities. 


b. Limited areas are: (1) Local Maintenance 
and Management Facilities (9030xxxx.) (2) 
Field Maintenance (9040xxxx.). 


c. Specified activities are: 


(1) ARADCOM 

(2) Major Training Activities, where the 
carrier program is other than training 
activities (Budget Program 2100). 

(3) Rebuild Shops 

(4) Property Disposal Activities 


Outside of O&M,A same as 3a above plus a 
locally determined equitable share of funded 
costs incurred for (9010) (9020) (9050). 


Non-recurring New-work (9030-1600) budgeted 
and funded thru Installation Command Channels. 


Billings to an RDT&E tenant or satellite include 
funded directly identifiable costs for Field 
Maintenance (5740), Minor Construction & Spe- 
cial Purpose Equipment (5760), Local Mainte- 
nance & Management of Facilities (5770), plus 
an equitable share of funded costs incurred for 
(5710), (5720) and (5750). 


Basis of locally negotiated agreements, to in- 
clude in the Billings, directly identifiable over- 
head costs in (7500) and an equitable share of 
(7600). 
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APPENDIX IV (Continucd) 


OTHER CHANGES 


Obligation Limitations 


O&M,A 
1. Quarterly for both the appropriation and Quarterly for the appropriation, annually for 
the budget program. =< each budget program. 


Carrier Program 


2. All local contracts initially obligated in the Mission Contracts which can be identified with a 
carrier program. minor budget program at the time of obligation 

as accruing to the sole benefit of the minor pro- 

gram will be initially obligated in that program. 


Inactive Class I Installations 


3. O&M of F financed in the budget program If used for summer training of Army Reserve 
associated with the mobilization designation and ROTC all O&M of F costs to be paid from 
of the installation. the Reserve Program (2600). 
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DATA MASSAGE DURING EDPE FILE MAINTENANCE 


Louis A. Montag, Ist Lt., USAF, Asst. Chief, Methods & Machine Sys. Br. Data Processing Division 
- Comptroller, Memphis Air Force Depot, Air Materiel Command 


Data processors speak knowingly today of 
massaging data before using it. ‘‘Massage’’ isa 
current buzz word meaning ‘‘edit’’ or ‘‘verify.’’ 
Like many concepts so neatly labeled, however, 
massage is often misunderstood. Many Elec- 
tronic Data Processing Equipment customers 
do not know the nature of the massaging process. 
This paper discusses what a customer can and 
cannot expect from EDPE data massaging during 
file maintenance. 


Data massaging has a dual purpose. First, 
it measures the reliability of the data used to 
generate reports. Second, data massaging makes 
possible the correction of all errors that it 
finds. Massaging achieves both purposes, how- 
ever, within definite limits. Stated briefly, these 
limits are that data can be massaged only to the 
degree that it is predictable and/or has predic- 
table internal relationships. 


Data massaging takes place at two points 
in file maintenance; during the initial edit of in- 
coming transactions and while updating the 
master file. The initial edit first makes a field 
by field check of each transaction. If the field 
contains one of definite alternatives, it is 
matched against a table or a file of all the 
alternatives. If not, the edit makes a range 
check to insure that the data lies between its 
highest and lowest limits. If the field has no 
limits, the edit checks that the field contains 
something other than blanks. Next, the edit 
checks all predictable relationships between 
fields in a record. Finally, the edit matches 
identification numbers between like transactions 
so that duplicates do not exist. While updating 
the master file, like fields of matched records 
are checked for inconsistencies. Unmatched 


records in the transaction or master file that 
should be matched are located. 

The data reliability report gives a count of 
each error type found and shows the status of 
the updated file. When the system has dated 
each master record, the report also shows how 
current and how active the file is. Each record 
can show date of entry, date of last update, and 
number of times updated. If necessary, the same 
data can be generated for a field. For correc- 
tion purposes, an erroneous field is handled 
according to the part that field plays inthe sys- 
tem. If the field identifies the record, the 
record itself may be removed and perhaps the 
previous period’s record substituted. If the 
field is used by itself, it can be blanked or not 
changed. Occasionally a system can be designed 
to substitute a ‘‘guestimate’’ in a bad field. As 
errors are discovered, they are moved to an 
error file which produces a report for manual 
analysis and cards for re-submission. 

Such is the nature of data massaging. It 
finds errors by checking predictable alterna- 
tives; it uses them to gauge report reliability; 
and it makes them available for correction. 
However, massaging is strictly a checking pro- 
cedure, and customers should not expect it to 
compensate for an inadequate data system. Mas- 
saging requires a workable data system. It 
presupposes serialized items for unique identifi- 
cation; at most massaging can serialize records. 
It presupposes explicit, carefully worded in- 
structions for a consistent way of reporting each 
field; at most massaging can check a generalized 
data format. Finally it presupposes a complete 
master file for determining non-reported items; 
at most massaging can list items already in the 
file against which there are no transactions. 
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THE EXPANDING SCOPE OF INTERNAL REVIEW 


Charles A. Pope, Chief Internal Review Division, Office of the Comptroller Headquarters USARYIS 


About the Author: 

Charles A. Pope was born in Yonkers, N. Y. 
27 Feb. 1907, graduated in 1927 from North- 
eastern University with a Degree in Business 
Administration, Graduate work inthe University 
of Nevada. His finance Corps Construction Cred- 
its are the Associated Branch Advance Officer’s 
Course and the Associated Branch Advance 
Course, 1959. He is a member of the Army 
Finance Association, Reserve Officers’ As- 
sociation and is Secretary of Ryukyu Islands 
Chapter of the American Society of Military 
Comptrollers. 

GENERAL: It has been said that internal 
review ‘‘is a function which provides assurance 
of the effectiveness of internal control—and is 
concerned with internal controls associated 
with financial management—’’. This broad brush 
definition is true today; however, the functional 
concept of what should or should not be done 
by an internal review staff has changed radically 
in the last decade. 

Prior to 1950, the function now known as 
internal review consisted primarily of counting 
cash and performing a selective voucher audit 
on nonappropriated funds and was accomplished 
by a staff auditor. Since 1950 many new regu- 
latory directives have been published both in the 
field of nonappropriated funds and appropriated 
funds which, while continually tightening in- 
ternal controls, have opened up many new 
facets for examination and investigation. 

NONAPPROPRIATED FUNDS: In the area of 
nonappropriated funds, the staff auditor is no 
longer simply a counter of cash and a checker 
of vouchers. Today he has become a financial 
Management counselor. He must interpret new 
regulations and prepare implementing command 
directives. He must be capable of conducting 
a survey of internal controls and, being endowed 
with that sense or property common to all 
seasoned auditors, ‘‘smell’’ trouble spots and 
institute immediate remedy. He is frequently 
called upon to consult with a variety: of officials 
as to the propriety of certain contemplated 
expenditures. 

The multiplicity of problems appears to in- 
crease in direct relationship to the distance 
from CONUS and the isolation of the command. An 
example of this is the problem of accounting for 
tuition collected at dependent schools overseas. 
To this writer’s knowledge, there has never 
been a Department of Army directive on ac- 
counting procedures for dependent school funds. 
Classified as sundry associations, since they 
do not fall into any specific category, a com- 


mand directive had to be written spelling out 
the chart of accounts and detailed procedures 
for recording and reporting. The directive had 
to be a combination of welfare fund and sundry 
fund accounting policy with a little bit of 
stimulus from the ‘‘seat-of-the pants.”’ 


No one would expect an auditor of non- 
appropriated funds to become involved in a 
manufacturing problem, but it happened here. 
Command policy, due to isolation and other 
factors, until the recent change toAR 36-75, has 
been never to refuse an audit or accounting 
problem posed by quasi-governmenta!l groups. 
The following story with its request for assist- 
ance was recently received: A missionary on the 
northern end of the island, in order to provide 
work for some of the local populace, had pur- 
chased yarn and started some women weaving 
in their homes. He then solicited the assistance 
of some local churches in selling finished 
materials. A local ladies aid society adopted the 
operation and volunteered their services in 
selling the merchandise produced. Within a 
period of three months the enterprise had 
mushroomed to $2500 per month gross income 
and this included shipments of sample exports 
to all parts of the world. The problem? One of 
the ladies came in with a handful of various- 
sized slips of paper that were her records and 
said, ‘‘Please, what do I do now?’’ The answer? 
A staff auditor was assigned to develop cost 
accounting procedures, set up the books and then 
teach the bookkeeper how to run the system. 


The above story was not an isolated case. 
It was all inaday’s work of an internal reviewer. 
It should be noted that, even though regulations 
now preclude the internal review staff from 
performing audits on this type fund, we still 
feel that we must assist these people in any 
other way possible. 

The internal reviewer is also a financial 
analyst and coordinator where concerted action 
appears beneficial to all funds. Example of this 
is found in a comparative analysis of insurance 
rates paid by various funds both large and small. 
Resulting from analysis of a number of audit 
reports, it was discovered that in the area of 
workmen’s compensation insurance some of the 
larger funds were being covered for as little 
as 12-1/2¢ per $100.00 of payroll while others 
paid as high as $1.00 per $100.00 of payroll. 
By soliciting bids from several insurance com- 
panies the Comptroller’s Internal Review Di- 
vision was able to secure a single blanket policy 
covering all nonappropriated funds at a rate of 
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12-1/2¢ per $100 with the billing being per- 
formed by the insurance company to the in- 
dividual funds on its pro rata share. By the 
time this policy had been set up, a further area 
for exploration was evident in the position 
bonding. Here again the Internal Review Di- 
vision of the Comptroller’s office was able to 
secure flat rates for bonding within nonappro- 
priated funds. 

APPROPRIATED FUNDS: The field of ap- 
propriated funds as an area of review by local 
commanders, altho occasionally looked into, 
was somewhat neglected until after integrated 
accounting, Financial Inventory Accounting and 
Army Command Management System (ACMS) 
were established. Almost complete reliance was 
placed on the periodic audits performed by the 
General Accounting Office and the U.S. Army 
Audit Agency. It wasn’t until some blistering 
reports came in from those agencies that 
internal review staffs were augmented and 
positive programs of continuous review were 
instituted at local command levels. 

The basic concept of ACMS, management by 
exception, is not a new idea in the field of 
auditing. Using the sampling technique, auditors 
may determine that a specific procedure appears 
to be violated. With the appearance of this 
violation or exception, the sampling is usually 
increased to a point where the auditor is able 
to reach an opinion indicating bad practice 
or simply an isolated case of error. The dis- 
covery of this bad practice is in itself manage- 
ment by exception, since exception has been 
noted and management apprised of it for re- 
medial action. 

There are two basic methods for performing 
internal reviews within a command. These 
methods are the vertical review and the lateral 
review. 

Vertical review contemplates a review of 
a specific element of command such as a 
Quartermaster Activity or an Engineer Activity 
in itself and within the scope of its own opera- 
tions. Lateral review contemplates a functional 
area which is common to many services and 
gives a broad picture of this one functional area 
within the entire command. As utilized by the 
U.S. Army Audit Agency and the General Ac- 
counting Office the lateral review technique is 
used world-wide within a given functional area. 

In the opinion of the writer, the vertical- 
type review is rapidly losing its value as a 
management tool within the command. This type 


of audit is the standard procedure for delegated 
audit agencies when performing an installation 
audit. The latter type which the audit agencies 
also utilize in conjunction with installation audits 
developes statistical analysis for a manage- 
ment tool. As an example, this headquarters 
recently completed a lateral internal review of 
the new Army military pay voucher system. This 
review included 17 unit personnel sections plus 
the military pay section of the Finance and 
Accounting Office. As a result the command 
was able to determine that over half of the units 
examined were making the same type of pro- 
cedural errors in eight different areas. Here we 
have an example of a good aid to command that 
could not have been found with a straight line 
vertical review in less than one and one half to 
two years. Even then at the end of the one and 
one half of the two years required to complete 
the command cycle, it would have required a 
statistical analysis covering all units in the cycle 
to reach an across-the-board determination. 


In this command the Comptroller has chosen 
to use his Internal Review Division as something 
similar to a detective agency. Special investiga- 
tions have become one of the major functions 
of the Internal Review Division. These special 
investigations may have originated with the 
Comptroller who wants to know why two figures 
basically starting from the same source docu- 
ments but being reported by different elements of 
the command do not coincide. The basic question 
could also come from the G4 office to the Comp- 
troller or from Gl or IG who have problem 
areas of a financial nature which they are 
unable to reconcile. It has now become the func- 
tion of Internal Review to ferret out the under- 
lying causes of discrepancies and recommend 
not only corrective action to reconcile the 
immediate problem but also to recommend 
policy changes or procedural changes to pre- 
clude recurrence of these types of discrepancies. 
It is a safe estimate that within this command 
30% of the man hours budgeted for appropriated 
fund reviews is for special investigations. 


In conclusion the reader should understand 
that no attempt has been made to catalogue all 
the various types of assignments given to 
Internal Review. Nor does the writer believe | 
that a maximum field of utilization has been 
reached. The intent here has been only to high- 
light some of the more recent developments in 
this investigative field. 
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LOSS OF FINANCIAL RESOURCES THROUGH DEOBLIGATION 


The ensuing article results from exhaustive research by Miss Carolyn Vinci, Budget Analyst in 
the Fiscal Analysis Division, Office, Director of Army Budget, OCA. This subject was presented 
at the recent Army-Wide Comptrollers’ Conference. 


In the light of continuing world-wide de- 
mands for funds to meet unfinanced require- 
ments ($325 million this year inO&MA), the loss 
of funds through deobligation after the close of 
the fiscal year is a matter requiring serious 
attention. This discussion will be confined to 
the Operation and Maintenance appropriation, 
since a loss of funds through deobligation occurs 
only in an annaul appropriation. The PEMA ap- 
propriation also has had large obligation adjust- 
ments in the past, but for continuing appropria- 
tions (no year), a loss of funds technically does 
not occur since unobligated balances resulting 
from deobligations can be reprogrammed. How- 
ever, in a sense, there is a real loss of funds 
if it is necessary to utilize these funds in lieu 
of new obligational authority. 

Unfortunately, a reduction of obligations in 
annual appropriations after the close of a fiscal 
year generates funds which cannot be used for 
new obligations but are available for valid up- 
ward adjustments. Any such funds which cannot 
be used for valid upward adjustments are lost to 
the Department of the Army. 

It might be useful at this time to highlight 
the deobligational activity over the past two 
years in order to acquaint the reader with the 
magnitude of the loss of funds. 

During FY 1958 net deobligations of $42.7 
million were reported against the FY 1957 
O&MaA appropriation. An additional $10.2 million 
was reported inFY 1959, two years later, making 
a total loss of FY 1957 funds amounting to 
$52.9 million. During FY 1959 net deobligations 
of $31.6 million were reported against the 1958 
appropriation. An additional $11.5 million has 
been reported through 31 March 1960, nine 
months later, for a total loss to that date of 
$43.1 million of FY 1958 funds. It is emphasized 
that these are net downward adjustments. Ac- 
tually, the $43.1 million is composed of $70.8 
million of reductions in obligations, offset by 
$27.7 million upward adjustments. It is obvious, 
however, that the $70.8 million downward adjust- 
ment, as well as the $27.7 million upward ad- 
justment, represent a net result reported at DA 
level of all adjustments made at post, camp 
and station level. Consequently, the adjustments 
in obligations are undoubtedly of far greater 
magnitude than is apparent on reports to the 
Department of Army. 

The DA has investigated some of the condi- 
tions which bring about adjustments in obliga- 
tions in order to determine what, if anything, 


can be done to preclude this irretrievable loss 
of funds. Many actions occur which alter an 
original obligation, such as contract termina- 
tions, deletions of items in contracts, price 
redeterminations, revisions of obligation esti- 
mates for travel and transportation, etc. These 
are all justifiable conditions. However, active 
emphasis on prompt deobligation is of para- 
mount importance. A review by the Army Audit 
Agency of selected installations revealed that a 
laxity in this respect occurs frequently, and it 
is safe to assume that this situation also exists 
at other installations which did not come within 
the Army Audit Agency’s investigation. 


In an audit of a little over one-third of all 
unliquidated obligations, many failures to de- 
obligate funds for completed, unfilled, or can- 
celled requisitions were reported. It was further 
noted that accounting records and reports were 
inaccurate to a substantial degree, and that 
insufficiency and untimeliness of document re- 
view and reconciliations were common, 

Other contracts, such as those of a cost- 
type nature, which require close follow-up of 
fund management, were not kept under review 
in some instances, and adjustments were not 
made when necessary. 


We are aware that the provisions of AR 37-21 
(Prerequisites for Recording Obligations, Sec- 
tion III, ‘Obligations for Materie! to be Delivered 
from Stock’’) in effect during FY 1959 are 
responsible, in part, for some of the deobliga- 
tional activity subsequent to the close of the 
fiscal year. Before this regulation was re- 
written, the finance and accounting officer was 
required to deobligate when a shipment of stock 
could not be made within 45 days. This restric- 
tion created a situation where maximum use of 
the annual appropriation could not be made. 
However, the restriction was relaxed at year 
end, and waivers of the 45-day restriction were 
authorized under certain circumstances so that 
consumer funds were not entirely lost. With the 
extension of the 45-day limitation toa maximum 
of 120 days, this reason for excessive deobliga- 
tion is greatly minimized. 

What can be done to circumvent some of this 
excessive deobligational activity? The first 
obvious answer is good financial management, 
entailing the application of a few principles and 
procedures within each command. First of all, 
how good is the obligation you’ve established 
in the first instance? Secondly, how timely is 


your reporting and how promptly are all perti- 
nent transactions translated into obligation ad- 
justments? These are keynotes in all obligation 
activity. : 


Here are some specific questions which may 
be raised: 

Has prompt effect been given to contract 
terminations and cancellations, and project 
order cancellations? 

Are there any delays in formal amend- 
ments of contracts and supplemental agree- 
ments, which force adjustments in obligations 
to be made in the ensuing fiscal year? 

In the pre-award period of contracts, 
have your procedures in computing government 
estimates been reviewed in order to make more 
realistic determinations of quantities and prices? 

Is action to obtain refunds taken promptly? 

Are requisitions edited in terms of avail- 
ability of items and prompt deobligations made 
when selected items are not available, or not 
authorized? 

Where obligations are estimated, is the 
safety factor too high? 


And, finally , a most important question: 
How good is the coordination between the pro- 
gramming, budgeting, contracting, and supply 
elements of an installation with the finance 
and accounting office so that changes in obliga- 
tions can be made promptly and, if possible, 
within the year in which incurred rather than in 
a future fiscal year? 


The Deputy Chief of Staff for Logistics, with 
the Comptrollers of the Tehnical Services, have 
for the past nine months exerted considerable 
effort in this entire area of deobligations—that 
is, the obligating techniques employed at the 
Technical Service Finance and Accounts Offices, 
the timeliness of obligational review and refine- 
ment, and the degree of liaison between the 
installation Finance and Accounts Office and the 
Program, Budget, Procurement and Purchasing 
and Contracting Officers. 

The following will illustrate the results of 
their effort. 

During FY 1959 their total deobligations 
(FY 58-57-M Accounts) amounted to $21 million. 
In order to perceive the extent of this deobliga- 
tional activity, it amounted to 1.5 per cent of 
their FY 59 program of $1.5 billion. 

As of March 31, 1960, for FY 1960 their 
deobligation activity on FY 59-58 and the M Ac- 
counts amounts to $5.8 million, or about one- 
third of one per cent of their FY 60 program 
of over $1.5 billion. 

This is very commendable and certainly it 
indicates what can be done in the matter. To 
the fullest extent possible, therefore, every 
effort should be made to follow this example. 

In conclusion, it should be emphasized again 
that any deobligation of funds after the close of 
a fiscal year, whether large or small, penalizes 
each of you in that certain urgent, unfinanced 
requirements cannot be met during the fiscal 
year when this money is available for obligation. 
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